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i. INTRODUCTION 

The Prompt Payment Act, Public Law 97-177, represents 
*he culmination cf efforts by individual business concerns, 
professional and trade associations, and special interest 
coaliticns who heave experienced difficulties in obtaining 
timely payment fer goods and services provided tc Federal 
Departments and agencies. These delays occured despicx«e 
extensive administrative efforts and regulations requiring 
expeditious processing and payment of invoices for 
Government contractors. This legislation requires ag2nciées 
+O Make interest paymerts whenever they fail to make payment 
promptly and is viewed as the most effective means of 
ensuring i cli As stated by Mr. Hilton Davis, Vice 
PresiGent for Legislative Affairs for he Chamber of 
Commerce of the United States in his letter of support of 
Senate Bill 1131, "...tusinesses prefer to receive payment 
on time rather than to accept interest on deliquent 
accounts" [Rsf. i]. The interest payment provisions of the 
Act are therefore viewed as a penalty for failure to accon- 
Dlish the requizcement Ior making payment on time. For that 
reason, ~he Congress anticipated that interest payments 
would be mininal, and no additional funds have been or will 
be provided for the purpose of financing Federal department 
and agency peralty interest. In the Department of thse Navy, 
ali interest payments paid by Navy paying offices are to be 
charged to «he afprofpriation Operations and Maintenance, 
Navy. Interest rfayments paid by Marine Corps paying offices 
are to ke charged ¢o the appropiation Operation and 
Maintenance, Marine Corps. Additionally, the reascons for 
deliquent payment mus+ be identified and reported. 


Implementation of the Act is expected +o result not only in 





iv payments, but also in better business relationships 
¢ improved competition for Government busi- 


S 
ness, ard reduced cost for material and services. [Ref. 2 j 


A. OBJECTIVES OF THE RESEARCH 


The objectives cf this research are: (1) to briefly 
compare commercial and military bill-paying practices, (2) 
tO examine tae history and intent of the law, (3) to analyze 
ene Key provisicrs of the law, and (4) to identify and 
discuss major imusclementation procedures. 


Be KREOLARCH QUESTIONS 


Cd 


iimomeerssc iccewplisch =he objectives cf his study, he 
Following tes#arch question presented: What were the 


Ss 
majcr issues culazina:ing in the requizement for legislation 
to improve Government bill- pay 

zm 


v 

Supplementary qu2zstions are addrzssed as follows: (19 
hemes the Dasi= intent of the lav.? (2) What incentives 
does the law provide? (3) How will implementation be accon- 


plished? (4%) How will compliance be evaluated? 


C. SCOPE, LINSITATIONS AND ASSUMPTIONS 


Public Law 37-177 is applicable to all Pedsral ag2ncies. 
This study wiil focus on the general applicability of <he 
law utilizing precedures and policies of Department of 
Defense departments and agencies as illustrations and exan- 
ples. The provisions of this Act entail additional 
obligations for toth Government and business concerns as 
well as providing great potential for improving efficiency 
in Government operations and assistance to businesses who, 
in many cases, were forced to borrow additional operating 
capital while awaiting payment for goods previded or 


Services rendered. 
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fine caw has teen in etfect since October 1982, thus 
policies and procedures are still evolving. Many of «hose 
stated in this study are "point-in-time" and could become 
outdated as policy continues to evolve. I+ is assumed that 
the reader of this study is familiar with contracts and the 
acquisition process within the United States Government and 


especially ~he Department of Defense. 


D. METHODOLOGY 


The initiel literature search revealed that there had 
been little or ne comprehensive research conducted cn the 
subject. The primary source of information concerning th2 
background of the Act was found in Congressional records and 
studies perfotned oy the General Accounting Office. 

iiemeemeta liceraturs search was followed by a series 
of telephone interviews with major policy participants in 
the Washington, [.. area. Additionally, contact was made 
with sevérai DOD procurement and paying activities. 
Bets2vat2es contacted either on fact-finding trips or <hrough 
telephcne intexsviews, included the office of Management and 
Budget; Congressional Budget Office; office Of Federal 
Procurement Folicy; Office of the Assistant Secretary of the 
Navy (Shipbuiidirg and Logistics); Office of the Comptroller 
ef the Navy; the Naval Material Command; the Navy Supply 
Systems Ccmnand; Headquarters U.S. Air Force; Fleet 
Accounting end Disbursing Center, Pacific; Navy Regional 
Finance Center, washington, D.C.; Regional Financial 
Services Department, Naval Supply Center, Oakland, CA; 
Defense Contract Administrative Services Region, Los 
Angeles, CA; Defense Contract Administrative Services 
Region, Chicago, IL; Navy Regional Contracting Center, Long 
Beach, CA. Additionally, interviews were conducted with «he 


Stiipply Officer, Naval Postgraduate School, Supply Officer, 
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al Station Long Beach, CA and the Officer-in-Chargs, Navy 
Exchange, Naval Fostgraduate School, Monterey, CA to gain 
rspective cf smaller activities concerned with vrompt 
submittai of invcices for payment. Views were also gathered 
from interviews with civilian contractors and the Sterling 
ipo tice, Washirgton, D.C. 

Since the enactment of the legislation in 1982, policy 
has been issued ty the Office of Management and Budge* with 
implementation procedures promulgated by each Federal agency 
and department. There have been several articles on «he 
subject which have appeared in various professional maga- 
zines, sucda as Centract Management Published by the National 
Service published by Procurement Associates, Inc. 
Additioraliv, the Federal Contracts Report published by the 
Bureau ci National Affairs, Inc. provided comprehensive 
reports of nearirg and viaws throughout the development of 
the legislation. Copies of numerous memoranda and position 
papers frem sources in Washington policy offices and paying 


activities vere cbtained and examined. 


E. ORGANIZATION OF THE STUDY 


Chapter II, the "Framework", provides the reader with a 
background cf ccnmercial bill-paying practices and the 
Uniform Commercial Code and bill-paying practices of the 
Department cf the Navy. Chapter III provides perspective of 
the intent cf the law. Chapter IV introduces the reader to 
the major provisions of the law and Chapter V is an analysis 
of implementation procedures. Chapter VI presents the 


study's conciusicns. 
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II. FRAMEWORK 


A review of the provisions from which the Defense 
Acquisition Regulations received their basis will assist in 
cuilly understanding the Prompt Payment Act and, in addition, 

i111 vrevid?e a historical perspective to the events which 
Meoeco Lets enactpent. “The “Uniform Commercial Code (UCC) is 
the cuimination cf many years of detailed reviews of busi- 
N6éSS practices ard their effects within the law. These 
commercial business practices are the basis upon which the 
enactment of the Defense Acquisition Regulations were 


founded. 


A. COMMERCIAL BILL PAYING PRACTICES AND THE UNIFORM 
COMMERCIAL CCDE 


Since the beginning of recorded time, business dealings 
have been represented by an unwritten law known as "gener- 
aliy acceoted" business practices. As «he administration of 
business becane more complex, difficulties between parties 
Beesceeyiich Eequired arbitration or litigation in erder to 
obtain a settlement. With the expansion of commercial trade 
beyond respective local borders a need was realized for 
regulations that would assist in governing the commercial 
disoutes. Therein the foundation was prepared for the 


present day Unifcrm Commercial Code. 


= 


Tae Unifcrn Commercial Code 


The first established regulations governing commer- 
cial transactions were promulgated in 1896 under the titles, 
"Uniform Negotiakle Instruments Law". Subsequently, 
specific areas of commercial practice were subjected to 


regulaticn; these were: 


dS 





Uniform Warehouse Receipts Act... 
Uniforn Sales Vee Acree See 
foto Baill of Lading ACE....s.es 


Seeronem Stock Transfer Act...<. 
Uniform Conditional Sales Act... 
Oratorm Trust Receipts Act....ecc-« 


ee e@ © @ @ @ 
e eo ©® @ @® @ 
ee eee @ 
® @ @ @ @ @ 
a od Wd ooh 2d od 
WWOWWOoOrw 
W-OOOO 
WOWWOd0 


These acts were the first attempt to modernize business 
metnods when of dealing at a distance rather than face to 
face. (Ref. 3] Though promulgated by the National 
Confererce of Commissioners on Uniform State Laws, these 
Separate and distinct regulations were not accepted by all 
states, but were amended +o conform to the various state 
requirements. Therefore, it was eventually recognized that 
these separate acts needed substantial revision to maintain 
a cohesive, modern commercial endeavor. 

In tae fall of 1951, a Uniform Commercial Code was 
released with an endorsement by the Amercian Bar 
Asscciation. By 1961, almost every state had made amend- 
ments, destroying the uniformity goal established by «he 
Gemorra: cod. ([Ref. 3] 

In October 1962, an amended version of the 1951 
Uniform Commerciel Ccde was released. In 1967 a commictse 
was again established to study the UCC and the amendments 
attached by varicus states. After extensive research and 
Senst@e-a*io0n, tke current (1972) revision was published. 


There have been ro updates or revisions published since that 


It is through the guidelines provided within the 
Uniforn Commercial Code that business conducts itself. The 
UCC was purposefully written in a flexible, generalized 
manner to provide an innate ability for any forthcoming 
expansion of commercial practices. In so doing, the commis- 
sion believed the courts could develop laws, as required, 
for unforeseen and new circumstances, within the commercial 


field. Section 1-102 of the UCC specifically states: 
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“"This Act shall be liberally construed and applied to 
promote its underlying purposes and policies... (which 
ecnese ict) tO S mplity, clarify, and modernize the iavw 
governing commercial {ran sactions; (5) ..epe=nrt the 
continued exparsion of commercial practices through 


custom, usage end agreement of the parties; (c)...make 
ae ay law among the various jurisdictions." 
ef. 


a. Admiristrative Regulations 


Tt is this liberal, genesalized construction of 
the Uniform Commerical Code which impedes the pinpointing of 
specific requirements for administering payment of invoices. 
The UCC generally states: 


"Unless otherwise agreed: payment is due at the time 
and place at wich the buyet is +o receive the 
Boedic...i{and wren) authorized to aba the goods on 
@eecac, the credit period runs from the time of ship- 
MEente..cr date of invoice." [ Ref. 3] 


There are several] administrative areas which influence the 
payment procedures. These areas will be discussed in detail 
2m the following sections. 

(1). Inspection. Inspection is the means by 
wnich the buyer can gain assurance that the goods ordered 
and received in fact meet the buyer's requirements and 
furriil the seller's promise of performance. The Uniforn 
Commercial Code states the buyer has a right to inspect 
goods at any reasonable place and time and in any reasonable 
Manner..."unless otherwise agreed". [Ref. 3] In those nore 
common cases where invoices are received prior to receipt of 
goods, the UCC requires payment before inspection. Again 
the general statement, “unless otherwise agreed", allows for 
payment to be made after inspection of «he goods, if both 
parties agree. _.Cver time, the "generally accepted" proce- 
durée in the commercial trade has been for inspection to be 


completed prior to payment with exceptions being agreed upon 
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by the contracting parties. Therefore, the inspection 
procedure is the first step in the payment process in «he 
commercial enviornment. 

(2). Acceptance. Upon completion of the 
inspection procedures and the goods are found to fulfill the 
requirements of the contract, acceptance of the goods is to 
be initiated in any reasonable manner. The rules requiring 
telegraphic acceftance, etc. are no longer considered 
binding. Any medium, "reasonable under the circumstances" 
may be utilized. [Ref. 3] 

When either party takes action to continue 
perrormance, acceptance is to be considered granted and 
physical notification is not deemed necessary. However, 
acceptance notification which states terms or conditions 
additionial to or different from those offered or agreed upon 
originally, is still considered valid unless acceptance is 
made coiditional upon the assent to newly initiated terms. 

Notification of acceptance must be given 
in “reasonable and 'seasonable* manner". This statemen+ 
a€ailows fer ample interpretation as will be discussed ina 
later section. 

(3). Tender. In relation to the acceptance by 
Premouyer, 'cender" is "a sendition to the buyer's duty to 
accept the goods and, unless otherwise agreed, to his duty 
Eeepay «Or =hem."' (Ref. 3] In other words, the seller is 
guaranteed by law that the buyer must accept the goods in 
conformance with the contract, and the buyer must provide 
payment accordinc to the contract. Additionally, the 
buyer's ability to retain or dispose of the delivered gceods 
is conditional ufon the payment(s) made to the seller. If 
payment(s) is (are) not made, then legally, the buyer cannot 


fully utilize the goods for their intended purpose. 
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Meacie Mende nis fore reaccoc dance With 
the provisions of the contract, the seller may arrange a 
conferming delivery if the contract has not expired. The 
buyer must notify the seller of nonacceptance and the seller 
must deliver the replacement goods in a "reasonable and 
seasonable" manner. 

The seller is entitled to "sender from the 
buyer", which is the expected payment for the accepted 
delivery of goods. Payment may be made by any means and in 
any manner unless specifically detailed in the contract. I 
Payment is required prior to delivery, the nonconformity of 
“he goods will nct excuse the buyer for nonpayment. However 
payment will not constitute acceptance of goods. 

(Cj. molene. — on = bua fOrl Conmercieael Code stat=s 
wehat a reasonable time for taking action depends on the 
nature, purpose and circumstances of such action". 
“"Seasonable" action is any action taken "at or within the 
[mie yagseed OL, if no time is agreed (upon), at or within a 
reasonable time". [Ref. 3] 

These liberal definitions become effective 
enly when a contract does not provide specific times for 
Gelivery and payment. In any case, the definition of 
Mreasonanle"™ and "seasonable" will dapend entirely upon what 
constiztutes accertable commercial practice in relation to 
the nature, purpcese and circumstances of the contract. 

The time for payment and delivery are 
interrelated, with payment being made “in a reasonable 
manner" following the receipt, inspection and acceptance of 
the goods or services. [Ref. 3] If both contractual pazties 
allow the original reasonable time to lapse, the contract is 
viewed as "enlarcing the reasonable time for «ender or 
demand of performance". [Ref. 3] Therefore the buyer and 
seller have, in effect, silently agreed to an extension of 


+ime. 
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(5)- Remedy. During ths course of any 
contract, the buyer and seller may become involved in a 
dispute which will affect the payment and scheduled €xpira- 
tion of the contract. As with any contract, withholding 
payment Irom the seller or the seller withholding goods from 
the buyer are but two examples of the methods for remedying 
disputes during the contract performance. 

In those circumstances where the buyer 
refuses or is unable to provide payment for the goods 
received, there are several courses of action available to 
the seller to recover. If a buyer does not provide accep- 
Memce €2.ther befcre cr after the receipt and inspection 
process, the seller may: 


(a) withhold delivery of such goods, 
(b) stop delivery while in transi. 


(c) make the gcods available for resale as finished 
gcods or Scrap, 


(d) recover damages for non-acceptance, 
(e) cancel. [Fef. 3] 


Whenever the seller stops delivery of any 
or all goods, the carrier must be notified in ample time to 
prevent delivery. In these cases, the Shipment must be in 2 
carload, planeload, truckload, or any larger shipment of 
express or freight--this will prevent any undue burden being 
placed upon the carrier for withholding small and insignifi- 
cant deliveries. 

If made available for resale either as 
finished goods or as scrap, the material must be reasonably 
identified as material resulting from a broken contract. 

The seller is in no way accountable to «he buyer for any 
profit made from the resaie. Additionally, the seller is 


entitied +o damaces for non-acceptance by the buyer. The 
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damages will be the difference between the market price 
together with any incidental damages, less expenses saved, 
cue to the buyer's breach of contract. If these damages are 
inadequate to place the seller in as good a position as 
performance would have done, *hen th2 measure cf damages 
will include the profit (including reasonable overhead) 
which wculd have been realized if full performance by the 
buyer had been made. This profit is in addition to any 
incidental expenses previously mentioned. When resale of 
the goods is impracticable, «he seller may still hold for 
the full price, towever the goods must be held aside for the 
kuyer. In cther words, iz the buyer is forced to make 
payment the goods actually belong to the buyer. 

Whenever the seller/buyer relationship 
kecomes entangled in a disput? ari the seller is found to be 
entitled to incidental damages, then charges include 
"commercially reégsonable charges, expenses, commis- 
sionS...transportation, care and custody of the goods after 
the buyer's breach, in connection with the return or resale 
@emtn]= goods...". [Ref. 3] 

Whenever a buyer has refused acceptance 
for nenw~conformarce cr has not received the gocds, there are 
specific alternatives available to recover. These alterna- 


tives are: 


woe COVeETS .. 
(b) recover damages, or 


c) if the seller is insolvent and payment has been 
oa provided, recover all goods actha ly purchased. 


If the seller refuses delivery or is unable to deliver, the 
Biter scealtnorized to “cover". In other words , a reason- 
able purchase of or contract to purchase may be made to 
substitute goods for those due from the seller. The buyer 
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may recover any cifference in costs of the cover and 
con*ract and any incidental damages. [Ref. 3] 

Damages which the buyer may recover are 
the differences ketween the market price and the contract 
price plus incidental damages, less any expenses saved as a 
Beste Of the seller's breach of contract. The market price 
is determined at the place of delivery for cases of rejec- 
tion after arrival and the place for tender in all other 
cases. 

In thosé situations where payment has been 
provided for the goods in a buyer's possession but are not 
acceptabie, the ktuyer may hold the goods and make arrange- 
ments for resale as though he were an aggrieved seller. 

This is in accordance with the above paragraph which 
explained the seller reselling goods refused by a buyer. A 
difference, however, is that the buyer, acting as an 
aggrieved seller, may not keep any profits resulting from 
the sale but only the amount paid and any costs involved in 
the handiing of the goods. 

Whenever a buyer accepts the goods from 
the selier and, at a later date, revokes the acceptance for 
non-cenformity, the buyer may recover damages resulting from 
the reason for nen-conformity. Thes2 damages are measured 
as the difference at the time and place of acceptance 
between the value of the goods accepted and the value of the 


goods had they been in accordance with contract provisions. 


B. NAVY PAYING EFROCEDURES AND THE DEFENSE ACQUISITION 
REGULATION 


The Department of Navy (DON) is but one of three defense 
departments which make the Department cf Deferse the largest 
single procurement agency in the Government. The amount of 


procurement dollars is th2 second largest budgeted dollar 
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totai in the defense budget. These dollars affect the 
@urpiaty of many contractors to remain in business, to expand 
er decrease production. 

To ensure the contractors and the Defense Department are 
provided with standard policies, documentation requirements, 
and procedures which are used in contracting for government 
purchases, the Defense Acquisition Regulation (DAR) was 
established. The purpose of this regulation is stated in 


the cpening paracraphs of the DAR: 


Peeeesceabliishes...unzform policies and procedures 
relating to prccurement of supplies and services...and 
~s designed to achieve maximum uniformity throughout «he 
Departmen*+ of [fefense." [Ref. 4] 


Within the DAR are listed standard clauses stating the 
Government's obligation to make payment. The Navy imple- 
ments departmental policy and procedures which pertain to 
bill paying through the Navy Comptroller Manual Volume 4 
(NAVCOMT Manual VOL 4) and Naval Supply Systems Command 
Publication 467 (NAVSUP P-467). [Ref. 4] 


1. General fay Procedutes 


in accoréance with NAVCOMPT Manual VOL 4, authority 
Mme ced +O dichursing officers =o pay “approved bills for 
supplies or services purchased by and for the Navy or the 
Marine Ccrps." [{Ref. 5] NAVSUP P-467 further specifies 
ha © : : 


"Small purchas¢s normally will be retained for adminis- 
tration by the purchasing office. However, 1£ fieid 
gamer stration is required for one or more of the func- 
ticns in DAR 1-406, the small purchase will be assigned 
Some ne COndnizent contract ee aoeeey 


component for fuil performance". [Ref. 
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These reculations establish basically two ways for 
paying ccntractors!' bills funded with DOD funds. 
(1) Defense Contract Administration Services. (DCAS 


offices for administration and for the disbursement 
to be made by the cognizant Defense Contra 


Administrative Services Regional Office (BCASR) , and 
(2) if no DCAS office is assigned for administration, a 

Behardacit fegulationee {aets ajosetee Th My 

Bills are actually paid in both cases upon receipt 
of an invoice frem the contractor. Several preceding steps 
must be taken, hcwever, pricr to actual disbursemen= of 
Government funds. A brief overview of the payment process 
mon Paoviced. 

The basic contract document, DD 1155, establishes 
the basis for final payment by the paying activity. Upon 
submission of a Material Inspection 2nd Receiving Report (DD 
morm 250) to DCAS by the contractor, the DCAS office «hen 
Submits a Shipmert Performance Notice (S.P.N.) to the 
Purchasing Office and a Shipment Alert Notice (S.A.N.) to 
ome Consignee. This is to inform the’ respective activities 
that the material has been shipped. Upon receipt of the 
material, the activities notify the DCASR. When the signed 
purchase document, acceptance documents and the original and 
copies of the cortractor's invoice have been received, then 
BPay@ent iS initiated. [Ref. 7] 

A less detailed administrative chain is involved 
with the payment of small purchase contract bills. Again, 
the DD 1155 estaklishes a basis for payment. The receiving 
activity (consigree) certifies each sriginal invoice thet 
all material or services were inspected and accepted and 
then forwards the invoice for payment to a paying activity 
designated in the contract. If the acceptance is not 
required by the consignee, the vendor may forward the 


invoice directly to the specified paying activity. 
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in all cases, the invoices submitted for payment 
must be an origiral and three copies. The invoice must be 
accurate and agree with the contract. If any disagreement 
is found, resubmissicn may be required or lengthy correspon- 
dence attempting to rectify the misunderstanding which will 
delay the payment. 


2. Fast Pay 


In an effort to reduce leadtime to consignee and 
enhance supplier relations by expediting payment for small 
purchases, the "fast payment" procedure was implemented 
approximately 1967. Payment is based upon the contractor's 
Submission of an original invoice which will indicate that 
the gocds have been shipped. If discrepancies do occur with 
mens Shipment, the contractor is required to repair, replace, 
Seeeconmect “hOSe goods not conforming to the contract. 
Paying centers de not require a receiving report or evidence 


ef acceptance to make payment. {Ref. 6] 


3. integrated Disbursing and Accounting System (IDA) 


The scope of IDA extends Navy-wide and to all appro- 
priations and furds. The development effort represents the 
most significant change to financial processing in the Navy. 
The primary purpcse of IDA is to utilize the latest auto- 
matic data processing equipment accounting facilities, 
thereby providing disbursing and collection services to many 
operating activites. By utilizing the latest ADP equipment, 
processing of financial control information 1S on a near 
real time basis. Organizations and responsibilities for the 
performance of accounting and disbursing functions are 
merged. [Ref. 8] IDA will allow purchasing activities the 
abiiity to electronically transmit procurement information 
sEomethe DD 1155 to paying activities. In addition, certif- 


ication data may be electronically submitted by the 
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receiving activity. (Ref. 9] When fully implemented, IDA 
will be of great assistance in shortening the payment cycle. 
The current pay frocedures and the introduction of the IDA 
facilities will rot enhance the payment of invoices unless 
the paying activities are held responsible for the late 
payments. The Prompt Payment Act is an attempt to create 
responsiblity in the area of payments to contractors. 


s LJ , 


4. Defense Acquisition Regulation 


With the implementation of the Prompt Payment Act, 
the DAR was revised +o include an "Invoices" clause which 
Was to provide a contractual understanding as to what 
describes a proper invoice and to establish guidelines +o 
€aSsist in determining if interest begins to accrue under the 
Prompt Payment Act. [Ref. 10] 


C. SUMMARY 


The Uniform Commerical Code was created based upon 
traditional busiress procedures which had been utilized for 
Many years in thé commercial arena. These same procedures 
became the nucleus for the establishnent of the Defense 
Acquistion Regulation. With the advent of rising interest 
rates ard the increasing costs of doing business with the 
government, supplemental regulations were needed to insure 
the government net only recognized its obligation to make 
payment but that the government paid its debts in a timely 
Manner. The following chapter will provide the background, 


documentation, ard intent of the Prompt Payment Act. 
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SAAULNATION OF THE INTENT OF THE LA’ 

The fact that the Government is slow in paying its bills 
was confirmed in a 1979 Government Accounting Office (GAO) 
Study. It was reported that the Government's bill paying 
pertormance was wore often good than bad, but that lengthy 
delays did occur and that many contractors believed thay 
were net paid socn enough. The GAO found that, after 
adjusting for delays caused by contractors and other causes 
not attributable tc Federal agencies, 30 percent of the 
Seveenmen="S bilis, covering 18 percen* of the dollar totai, 
were paid late. Based on the Office of Management and 
Budget (OMB) figures provided to the House Committee cr 
Government Operations, these percentages represented approx- 
imately 9 millior invoices paid late each year, or $23.4 
billion in late fayments. [Ref. 11] 

The dilatory pay practices of Gevernment agencies has 
also been recognized by poth small and large business 
concerns. This led to the support ci such groups as the 
Slow Pay Coaliticn , an organization of twenty-four trade 
Meseetar- Ons formed to bring their dilemma to the attention 
of Congress and the administration, and numerous profés- 
sional associaticns *o bring about administrative remedies 
to the siow, late, and deliquent pay issue. A list of the 
Supporting crganizations is found in Appendix A. Small 
businesses were ferceived to bear th2 major burden of the 
Government's lat¢ payment practices. Many felt that by 
paying late, the Government bcrrowed money from companies 
interest free. In doing so, the Government and the organi- 
Zations tasked with administering Federal funds take unfaic 


advantage of small compan:2s. 
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Ae BACKGROUND 


The necessity for administrative action to upgrade bill 
paying practices has long been recognized by the Government 
as well as industry. Recommendation 32 of the Commission on 
Government Procurement of December 1972 addresses the precb- 
lems enccuntered by Government contractors and cited 
inconsistencies among agencies in the processing of vouchers 
as a reason for delayed payments. (Ref. 12] In an October 
1980 reccmmendation to Congress regarding slow pay, the 
Commission suggested, as a part of the proposed Unifcrm 


Procurement Policy, the following: 


"Timely Paymen* of Invoices: Despite emphasis on the 
peooflems Ci Contractor cashflow problems and the 2mpor- 
tance orf prompt payment of contracts by the Government, 
contraczors continue to experience late payment. Whiie 
Semeecaccors recognize <ne cempelling importance of scund 
cash management PEC elce Ss the Government's failure to 
Poyeonme tame Still discourages firms frem doing business 
With the goverrment. Provisions for eee es payment of 
eee COL inveices will be included in the systen." 
ef. 


In the October 29, 1980 and February 21, 1982 proposals 
for a Uniform Federal Procurement System, it was recognized 
that while some agencies have excellent records for 
processing contractor invoices, other activities have not 
established receipt and inspection procedures necessary <o 
alleviate slow payment. These proposals called for the 
Government to pay its contractors in time to take advantage 
of offered discounts, and aS a norm, not more than 30 days 
after receipt of a proper invoice, but stressed that 
unearned discounts should not be taken. Additionally, the 
proposed system provides for greater use of fast-pay proce- 
dures for small furchases and a review of payment procedures 
to ascertain the magnitude of late payments and the possi- 


bility of streamlining procedures. [Ref. 13] 


26 








The Federal Government spends almost one-fifth of 
its annual budget in the purchase of products and services 
from the private sector, In the fiscal year ended June 2 
1976, the Federal Government purchased some $65 billion o 
goods ana services of all kinds from about 68,000 contrac~ 
tors. By fiscal year 1981, this total was in excess cf $134 
Baliion ard with the current Reagan Administration inicia- 
tives to bolster Defense spending, this figure is expected 
to continue its upward trend. This makes the Federal 


iD 


Government one of the nation's largest customers. In th 
expenditure of tkese funds, a wide cross-section of larae¢ 
and smail businesses are affected. Late payment of 
Government bills is seen as one of the mos* pressing prcb- 
lems facing the small business community. 

The pligkt of the small businessman is succinctly 


stated by Senator Jim Sasser, (Dem-Tenn.): 


"Econemic conditions, BOW ee by record high 
mimemesee=c 8S, ate altsady driving large numbers of 
Perepeeneu=s into bankruptcy-particularly, small entre- 
preneéurs. An cverdue account exacerbates conditions for 
Small businesses, which, just do not have the cash flew 
Capabilities, ror administrative personnel required to 
develor cash ard credit management practices that would 
help them to weather the cost of carrying overdue 
decoumes Or Nigh financing costs." [Ref. 1] 


The frustration level of tne small business comau- 
[ieweyeaas CONesnued to mOUnt with tims. Poor bill paying 
practices have been stated as the reason for this frustra- 
tion. Many have come to the conclusion that to do business 
with the Government is something to be avoided when and if 
possible. Mr. Kenton Pattie, spokesperson of the Slow Pay 
Coalition states that in some industries, it has become a 
measure cof success in business to be able to say, "Well you 
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know, I finally got to the point where I do not have to do 
business with the government anymore, JI can say no to 
Government accounts." [Ref. 1] 

In a sampling performed in 1982 of fifty unpaid 
invoices selected at random from the Regional Financial 
Services Department at the Navy Supply Center, Oakland, 
California, 80 percent of the small businessmen affected 
indicated at least some effect on cash flow and 78 percent 
felt some administrative problems were caused by late 
payment of invoices. To deal with the late payment prob- 
lems, 76 percent of the vendors felt making telephone calls 
to the paying office was the most effective measur2 «+o take. 
Frequentiy vendors commented that they experienced diffi- 
Ceery GecerTminan<« the correct paying office. (Ref. 9] 

Regardless of the amount the small businessman is 
awaiting in payment, it accumulates no interest, pays no 
payroll, nor covers any operating expenses. In terms of 
time, telephone calls, and exchange of correspondence trying 
to collect from the Government agency, the small businessman 


may, in fact, lose money. 


2. Admin 





The ofter cited Government Accounting Office report 
ac 

of complaints +o the Comptroller General, news articies, and 

ik 


concerning Government bill paying practices was the res 


constituent protestations to members of Congress as a resu 
Senconmecactor dissatisfaction concerning delays in get*ing 
paid by Federal agencies. Some of the findings from «he 
study weres 

(1) Payment délays are caused a contractors as well as 


by Federal agencies. The percent late eos 
caused ay Pederal agencles eed 74 days from «he 
a . 


invoice te until they were pal 
Delays in maki ayments harn the contractor's cash 
ey flow. Brcjecting she late payment results in the GAO 
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Sample (fcr the 6 month period covered, January ? 
through June 30, 1976) of total Federal procurenents 
GAO estimates that contractors might have incurred a 
least $30 million in interest cost *o provide he 
money tied up in overdue bills. 

(3) Some contractors reported that they quit offer 
d2scounts because they (discounts) did not inf 
Federal acencies to pay faster. 


(4) 


Delayed payments may also cause contractors to sto 
doing business with’ Federal agencies. P 


(S) Payments ere delaysd primarily because of the prob- 
lems Federal payment centers have in obtaining all 
the paperwork needed to make payment. 


(6) Permeatine the entire process is the lack of a 
deere aug ato ft S est abiishing when payment is due. 


Spurred cn by Congressional constituents, business 
alliances, and irate entrepenuers, numerous Governmental 
agencies and policy offices attempted +o ascertain the 
extent of the Gcvernment slow pay problem and recommended 
various solutions. In addition to the Office of Federal 
Procurement Policy (OFPP) recommendations cited earlier, 
former Secretary of the Treasury G. William Miller, on 
September 9, 1980, ordered the financial managers of ail 
executive departments and agencies to strictly enforce 
section 8040 of the Treasury Fiscal Requirements Manual for 
con*ract payments to all small and minority enterprises. 
The Secretary ncted in his order that despite the then 
current regulaticns many payments were still made 60-90 days 
late adding that, ".....these delays create financial 
burdens and cash management difficulties for small and 
Minority businesses." The Secretary continued by asking the 
financial managers *o reassess their procedures in order +o 
assure that payments were mad2 "when due and no later than 
30 days from receipt of an invoice" unless otherwise speci- 
fied in the agreement. [Ref. 15] E 

On Septegber 14, 1981, David Stockman, Director of 
the Office of Maragement and Budget, issued a memo to all 


agency heads requesting that action be taken +o improve the 
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Government's bill paying practices. Mr. Stockman urged 
that agencies take such action as necessary to: 


(a) Include sfecific payment terms in each contract or 


RuBeZcse crder with standard 30-day payment terms as 


(b) Designate an individual responsible. for making 
payments and answering related inquires. 


(c) Include clear payment_instructions and references to 
eny necessary standard formS in sach contract. 


(d) ue ccmpliance with Treasury Fiscal Requirements 
an : 


(e) Make timely bill paying a criterion in employee 

performance reports. Ref. 134) 

AS a part of the General Services Administration's 
attemp: to implement the above directives, in November 1981, 
GSA contracting cffices were instructed to include specific 
payment terms in each contract and to include in ail 
contracts or purchase orders the venior's remittance address 
when it differed from the business aldress. It was noted 
that payment processing time was lost when the invoices 
showed a "Pay to" address different than the address on «tha 
Pamemase Order Or contract. Additionally, contracting 
offices were instructed *9 inciude on all contracts and 
Parecnase Orders the position, title, regional location, and 
complete phone number and mailing address of the Financial 


Division Director responsible for making payments. 


Bee GCenaressional Initiatives to Improve Billi Paying 


Congressional action has been in the form of legis- 
lation such as Hcuse Bills HR. 2036 and HR. 4709 and the 
Senate versions §.30 and $.1131. Senate Bill 1131 was 
signed into law es Public Law 97-177 by President Ronald 
Reagan or Small Eusiness Day, May 13, 1982. The provisions 
of PL 97-177 are provided in Appencix B. The purpose of 
this law as stated in the Senate Committee on Government 


Beaairs report is tec ;: 
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wee eget the Government to pay its bills ont 


: ; Te. fo 
this end,...the bill reguares all contrae@ews for the 
pees eee ne of goods and services to include due daze 

oD Bere oe and requires further that the United Stat 
Poy aet erest or any amount which is not paid by the 2 


The Senate and House Bills leading to the enactment 


of P.L. 97-177 were designed to encourage Federal Government 


Managers to imprcve their bill paying procedures by aut 


izing the chargirg of a penalty against program operati 


hor- 


hg 


hudgets when Federal agencies fail to pay their bills on 


time. 


Be. BENEFITS ASSCCIATED WITH PUBLIC LAW 97-177 





One of the underlying intangible benefits of the 


enactment of the Prompt Payment Act is the reassertion 
sense of fairness in the Government's dealings with + 
business community. The majority of all payments to 
contractors by Gcvernment agencies are, in fact, made o 
time. However, there has always been a quite visibie 
minority of late payments such as those that provided ¢t 
impetus for many businesses to feel that the Government 
employs a doubie standard when it comes to collecting 4d 
owed and paying its debts. In the Brooks Report on HP 
i+ was expressed that by improving its reputation as 4 
able payer of its bills, the Federal Government stands 


benefit greatly end to save substantial amounts of mone 


yl 


he 


ebts 
4799, 
reli- 
pecs 


y in 


two ways--first ty increasing the nunber of companies who 


compete for its ktusiness and second, by ending the 
contractor practice of inflating estimates to compensat 


anticipated late bill payments. [Ref. 11] 
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in the statement provided by Mr. William DP. Roenigk 
to the Senate Sukcommittee on Federal Expenditures, 
Research, and Rules, it was stated that members of the 
National Boiler Council felt that many Government agencies 
give low priority and hence minimum staffing of adequately 
trained personnel to the bill-paying department. [Ref. 7} 
By improving its bill paying performance through the incea- 
tives provided ir the Prompt Payment Act, this impression 


can be dispelled thus improving the Government's image. 


Of sven greater concern than the Government's repu- 
tation co the businessman is his ablilty to maintain 
googie c Cash £lcw to conduct normal operaticts. An exean0re 
cf the problems which may occur ars vividly portrayed in the 


comments submitted by The American Association of Nurs 


is 
rt?) 
Hi 
nat 
=J 
@ 
et 


<o the Senate Governmental Affairs Committee. Contained in. 
these comments is the fact that the majority cf the associz- 
tion's member firms are small family-owned businesses. 
Characteristics cf these businesses are that they are highiy 
seasonal and labcr intensive. work forces must bé paid on 
schedule which ccnstitutes a major problem since payroll 
Beses fun from 30-35 percent of the total volume of Séiies in 
a growing or landscaping firm. In the case where landscaping 
firms are engaged as subccntractors on Government preojects, 
the general practice has been for the prime contractcr to 
withhold 10-15 percent of the final payment until completicn 
of the guarantee period on the plants involved. Where no 
prime contractor is involved, the general pracice has been 
for the Governmert to withhold from 10-25 percent for the 
quarantee period. This period may extend for up to two 
years depending cn the contract and type(s) of trees or 
plants involved. To complicate the problem even further, 


the landscape firm is obligated to pay its employees “he 
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Peevalang Ccenstrtcticn wage rate 
This rate is often 1.5 to 2 times the normal rate for these 
employees. [Ref. 1] 

Factors such as those illustrated above coupled with 
the fact that small businesses generally are forced +o 
borrow at rates above the prime interest rate for accounts 
receivable financing contribute greatly to the problems cof 
cash management and cash flow for the small business conmnu- 
nity. The intent of the Prompt Payment Act is to 
incentivize the Government to pay its bills in a timely 


Manner, thus benefiting its contractors in these azeas. 


C. CASH MANAGEMENT AND THE PROMPT PAYMENT ACT 


The enactment of the Prompt Payment Act was not achieved 
Meemeu. 22S detractors. The major concern of the 
Administration was the cost to the Government of payine 
penalties on contracts more than 30 days late. This view 
was surfaced by Edwin Harper, Deputy Director, Office of 
Management and Budget when he testified that the accounting 
costs and the interest penalty that would be incurred when 2 
Government agency takes more than 30 days to pay @4 
meer acto= “Would run into the millions of dollars.“ He 
continued that seme mistakes are inevitable, owing to the 
complexity and vclume of invoices the Government processé¢s 
edamyec=. "It takes 15,000 certifing and disbursing ofi:i- 
cers to process cver 30 million invoices from 75,000 
contractors involving over $130 billion annuaily." 

{Ref. 16] 

This concern takes on added dimension when viewed in 
respect to the national deficit and the problems of Faderal 
cash management and cash flow. In order to appreciate the 
mechanics as well as the magnitude of these problems, a 


brief review is previded. 
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A budget deficit is the amount by which the 
Government's budcet outlays exceeds its budget receipts for 
a given fiscal year. [Ref. 17] Simply stated, whenever she 
Government spends more than it takes in through taxe 
emer Leceipts, a deficit occurs. The proposed Fisca a 
84 Presidential Eudget, released 31 January 1983, calis for 
$848.5 billion in-spending with a projected budget de 
of $189 billion. This is 2 9 percent reduction from the 
Beomee-ca deficit of $208 billion in FY 83. The natiorne. 
Sete, ene cLresults of accumulated deficits, is expected ts 
top $1.1 trillior by the end of FY 1984. (Ref. 187 

Deficits are hardly new in the U.S. economy. There 
have been 10 in the past decade, 19 in the past 25 vears, 32 
Since Wcerld War II, and 45 since the New Deal in 1932. from 
ioeeremrco>,ethe U.S. will add almost $500 bibidon +o the 
National debt, mcre than it had in the preceding 39 years. 

Spending as a percent of gross national product vill 
average an unprecedentedly high 23 percent during the ceriod 
1982 through 1985, while the revenue percentage wil? deciine 
to less than 20 fercent. In the past two decades, spending 
averaged 20 percent and revenues 19 percent. AS 3 
percentage. of GNE, the deficit will rise to a histeric high 
of 4 percent in fiscal years 83 and 84 before graduaily 
feelaninrg to 2 percent by 1985. [Ref. 19] The result of 
such spending and deficits have important social and 
economic effects, which guarantee that budaet decisions will 
be politically important. Any legislation which is seen as 
increasing the Gcvernment's spending levels is subject to 


close scrutiny as was the case with the Prompt Payment Acx. 
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In an attempt to reduce Federal debt reau S 
and resultant interest costs, the Federal Cash sc ik 
Improvement Project was implemented as a President 
anization project on November 14, 1977. The Proj ject sought 
ways to apply modern cash management techniques to the 
Government's massive cash flows. This included initi 


ee ET 
cash management frocedures for accelerating the processing 
and depcsit of receipts, improving control over disburse- 
ments, and eiimirating idle cash balances. In the caregory 


cf contrcolling disbursements, the Project found major 
improvements resulting in savings of greater than $145 
biilion annually because of 


--Wider use of letters of credit to replace advanc 
--Imprevments in the existing letter-of-credit systen 
--Paying contractors and vendors on the due date 


--Avoiding late payment penalties. [Ref. 20] 
3. Congressional Budget Office Review 


Pursuant to Section 403 of the Congressional Budget 
Act of 1974, the proposed bills addressing delinquent 
payments were reviewed by the Congressional Budget Gifice 


iev0).) Among the various functions of the CBO is tha of 


H 


estimating costs of bills reported by House and Sena 
Committees. In reviewing the provisions of S. 1131 ané 
requirements that the Federal Government pay interest on 
overdue payments to providers of goods and services, it was 
found that the ccst to the Government would be substantial. 
Based on the assumption of about $100 billion in contract 
procurement and services in 1982 from the GAO report, it was 
estimated that if there was no improvement in agency bill 
paying, interest cost to the Government would be approxi- 


fee mailion to $125 miliion in ¢ach year between 
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fiscal year 1983 and 1986. This assumption also embcdies 
CBO's projection of interest rates and assumes 18 percent: of 
all payments would be made late. Conversely, it was esti- 
mated by CBO that if the proposed legislation resuits in 
faster payment by agencies to avoid the interest charges, 
such earlier payments would result in the loss of interest 
by the Federal Gcvernment on its caSh operating balar.ce, or 
magner interest cn the public debt. It was found thet if 
all payments protected to be made late were tc be maae2 on 
time, the cost te the Government would be approximately 5100 
Berson <o $125 miilion per year, beginning in FY @3. 

(Ref. 21] 


D. SUMMARY 


Chapter III has attempted to provide the reader with an 
mecmectati10n for the intent™of P.L. 97-177. Tne law reeog- 
nized the need fcr improving the Government's bill paying 
practices and prevides an incentive, although negative, ‘or 
improvement. This chapter also briefly traced “he histonr- 
merr occurences leading to the enactment of the Prompt 
Payment Act and frovides views beth for and against. 

Chapter IV wili identify and briefly discuss the major 


PEOV.Sicns of «he law. 
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IV. EROVISIONS OF PUBLIC LAW 97-177 

The Prompt Payment Act represents important and far 
reaching changes in the Federal Government acquisition 
process. As with any change of this magnitude, the tran- 
sition process from intent to full implementatica is 
expected to be laden with difficulties. one of the basic 
steps in the implementation of the law is an unéeustaniin 
@eelbes PEOVisions. This chapter will delineate and examine 


in detaii some of the key areas. 


Ae INTEREST PENALTIES ON LATE PAYMENTS 


With the phrase, "To require the Federal Goverament to 
pay interest on cverdue pzayments, and for othes purposes", 
the Prompt Payment Act materialiy influences the cril-paying 
relationship of the Federal Government and its providers of 
goods and services. As indicated in the opening Lines, the 
most outstanding and perhaps controversial aspect is tre 


payment of interest. 


Sec. 2(a) (1) Ir accordance with regulations prescribed 

by the Director of the Of fice of Management 2nd Budget, 
each Federal acency which acquires property or s¢rvices 
irom a business concern but which does not nake payment 


for each such complete delivered item of poorest Or 
service by the required payaens date shall pay aa 
interest penality to suc uSsiness concern in a:sscordance 
with this section on the amount of the payment which is 
mae. — REL. 


The regulations cited above were promulgated by the 
Office of Management and Budget on August 19, 1982 as 
Circular A-125 which prescribes policies and procedures to 


a 








be followed by executive departments and agencies in paying 
for property and service acquired urder Federai contrac+. 
In delineating the responsibilities of agency heads, 
Circular A-125 states: 


ct 


"Each agency head is responsible for assuring 
payments and tte payment of interest penaltié 
required, Each ee head will ensure inter 
instructions, eS NeCessary, =O 2m 
Dyede-ober 1, 1982. Such instructions #ili 
provisions for determining the cause of an’ 
peers incurred, and for necessary GOrrect 
vee action. Inspector General anc 
auditors will rake reviews of implementation, 
and the a ceaey head deem appropiata." [Retf. Z 


(vb 

8 
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Pp 

My 

ae 

ms ees 
WM ita toaQw 

wwl OD (0 RI} & H- 
H HEN pp 
t3O0R0 MMO 


ee peice ote inzezest Rates 


Hnicerest entitlements to the contracter as sitaged in 
the Act are computed at the rate determined hy the Secretary 
of the Treasury for interest payments under Section 12 of 
the Centracts Disputes Act of 1978, Public Law 95-565 (41 
USC 611) which reads as follows: 


Seceton 12 interesiwon amounts found due contractoi j=e On 
claims shall. b¢ paid from the date the centrac*ing 
officer receives the claim pursuant to secti.cn 6 (a) 
aon «iS contractor until vayment “hereot, The Interest 
Dprevided for ir this section shall be paid at the rate 
established by the Secretary of the Treasury pursuant % 
pupl2c Law 92-41 (Stat. 97) Eor the Renegqotiartzion Boared. 
f Ref. 24] 

semee the Renego tiation Board 1s no Longer in "existence, the 


Department cf the Treasury publishes the current rate of 
Pome sesceon accOrdance with section 2{b) (1) of Public Law 
97-177. This rate is promulgated Semiannually on or about 1 
January and 1 July in the fiscal service section of the 
Federal Register. On December 23, 1982, the appiicable rate 
published for the period beginning January 1, 1983 and 
ending on June 3C, 1983 was 11 1/4 per centum per annum or a 


daily rate of 0. (003082. [Ref. 25] 
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The original House version of the Prompt Payment Act 
(H»R. 4709), introduced by Congressman Jack Brooks (D-Tex) 
as approved by tke House Government Operations Subcommittee 
on Legislation and National Security stipulated that bills 
would be paid within 30 days or interest charges would be 
incurred. This stipulation lead to the Administration 
opposing the bill without modification. The suggested modi- 
fPca="One included: (1) allowing a "reasonabie grace period 
(30 days)", after the initial 30-day payment period had 
expired before making the Government liable for interest, 

(2) applying the interest penalty only in those instances 
where payment was late through no fault of +h an 
Piece nhOr Zing contracting clticers to expedite panalty 
peyments which did not exceed $1,000 or 15% of the face 
value of the contract, whichever was less. These recommen- 
dations were offered by OMB Deputy Director Edwin L. Harper 
during his testimony. Although more supportive of the bill, 
Seo se Maiton Socclar suqgested that the «bill provide for 
payment of interest only upon recéint of a claim frem a 
contractor withir a deSignated time after payment was due. 
Such a provision was intended to discouraqs contractors from 
submitting claims involving minor amounts crs délays and thus 
limit the use of Government resources *9 conmpensate vendors 
for more serious delays. Additionally, it was recommended 
that the Government's interest liability pe iinited to 120 
days beyond notification by a contractor that payment had 
nozt been received. [Ref. 16] 

By way of compromise, the Brooks bill was amended by 
adding a 15-day srace period to the basic 30-day payment 
period. Under tte grace period concept, the Government 
would not incur any interest charges on payments made 


between the 31st and 45th days after receipt of a "proper 
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migemee' ut fcr payments Mads on the §62h day or Teter, 
interest would be accrued beginning with the 31st day, as if 
there had been ne grace period. This concent is embodied in 
section 2(b) (1) cf the Act which states in part: 


Interest penalties on amounts due to a business concern 
under this Act shall be paid to the business concern for 
the period Se etal le (Aree he day after the required 
payment date ard ending on the date on which paymen* of 
the amount is made, except that no interest penalt 

shall be paid if paymen= for the complete iglleveee item 
of property of service concerned is _ made on or before 
(A) the third day after the Beoaeeeee payment date, in 
the case c£ meat or a meat food product cescribed in 


subsection eee ey: ee) the fifth Gay eiter the 
required paymert date, in the case_of an agricultural 
Bommedicty described in subsection ¢€ f(a) (2) (8) (22); oF (C) 
the fitteenth day after the required paynent date, i 


tne case of any other item. 


4. Example c£ Intere 


Penalty Computation 


ict 





As detailed earlisr, interest penalties remaining 
unpaid for a 30-day period are added to the principai amount 
owed the business concern, and additional interest penalties 
waiepe computed on the total debt including accrued 
interest. Interest would continue ts accrue and be added to 
Pnesersre: peal amctint each 30-days untii (1) the debt and 
micerest 2s paid, (2) the vendor files a cleim under the 
Contract Disputes Act, or (3) until one year has elapsed. 
Interest is computed based upon a 365-day calendar year. 
Table I is an example of interest computaticn as promulgated 
meweadquarters, U.S. Air Force Accounting and Finance 
Center. Table II is the opticnal method prescribed 
(Ref. 28]. Fer comparison purposes, the formula for 
computing interest as described by NAVCOMPTNOTE TAS Bk 
presen+ed in Tables III and IV and a sample computation 


using Navy procedures is found in Table V. 
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| TABLE f | 
| Air Ferce Interest Computation Method | 
| Amoun= subiwect to interest $12,000.00 | 
| Rate of interest per aoe 
ee January 1, 1983} 11. 25% 
akan amount by interest rata | 
lz, J00exX C1125) : = Ss 1,350.00 
Rate of interest per day | 
| tert 350.00,/365) = %§ 3.6986 
umber of cays payment was late Ps 
| Interest payable (15 x 3.6986) = 55.48 | 
| Total amourt due contractor | 
| (12,000.0C + $55.48) = $12,055.48 
| : a | 
TABLE ITI 


Optional AF Interest Computation 


| 

Current daily rate of interest | 
expressed es a decimal equivalent | 
| 

| 

| 

| 


(11.25%/36 5) A = 9.0013082 
Mit iply amount subject to interes 

D wee rate of interest 

($12, 00 moo x 0.00030 62) = $3.6936 
Mie ply Dy number of days payaienec 

was late (2.6986 x 15} = $55.48 
Meras amourt due cont ractcr " ; 
($12,000 + $55.48) = $12,055.48 


PO 


The follcwing summarizes the requirements and limi- 
tations of interest penalties associated with the Promp* 


Payment Act: 
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TABLE IIT 
Navy Interest Computation Method 


Formula 1-May be used when compound interest 
tables are available. 
P x dri = interest payable, where 
F = Principal = net amount payable to the 
VETUOt Oren te cada igen teres =. 
dri = daily rate of interest frcno tale 


me: SD es eee a ei, Se ce I ee a, RY CR 


promuigated upon 2ach charge to 
the Treasury's prescribed intecvest rate. 


The table taxes compounding into account. 


- 








a. An interest penalty will be paid autonatically when 
pieoc tne following conditions are met: 


---There is a contract or purchase order with a business 


GOncern. 

---Federal acceptance of property or services has occured 
and there 1S no disagreement over quantity, quality, 
GaempOrner (cCOntract Provisicns. 

---A proper invoice has not been received or the agency 
meals tO Cive notice that the 2nyoicée 2s not piouee 
Teaaen 19 days OF ESCce=pt yom an anvoice {3 days for 
meat Or méat products, and five days for perishaéeble 


agricultural commodities). 

b. Interest penalties are not required when payment is 
delayed because of a disagreement between a Federal 
agency and a tusiness concern over the amount of the 
payment or otker issues concerning compliance with the 
terms of a cortract; nor are they required when payments 
are made solely fcr financing purposes (such as progress 
payments), payments are made in advances, or for a period 


when amounts ere withheld temporarily in accordance with 
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TABLE ZV 
Optional Navy Interest Computation 


Formula 2-May be used when interest table is not 
available. 
° n . e 
inferest payatle, where(’(' * 4712) ~ PY) G) (z= 
P = principal net amount payable to the vendor 
Beewee =O eddirg on interest 

2 = interest rate = as prescribed by Treasury 
expressed in decimal forn 

h = number of full periods, e.g., number of days 
divided by 30 

Zz = number of residual days (number of days 


less than a 30 day period) 


a Je, ct ee 


it imag SO gy Sa fa) a ig cc py ey a re A ail ee lee — al ciate: A etme calorie 


n 
Note that P(1 = i/1i2) - P = compound interest 
n 
P+ P(12 21/12) j- P (1) (z) = cesiduval interest 
|) ee a a ee ee 


*he contract. Claims concerning disputes, and any 
interest that may be payable with respect to the period 
while the disrfute is baing settlei, will be resolved in 
ececordance with the provisions of she Centract Disputes 
memos 19/8. 


Gevincerest penalties will not continue to accrue after 


one year. 


d. Interest penalties of less than one dollar need not be 


paid. 
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See oe SS ee ee ee a a 

TABLE Y | 

| Navy Computation Example | 

| Principal 52.00% 00 | 

Julian Pay Date 3251 | 

Julian Due Date 2200 | 

| 326 days 

Incerest rate = 15 1/2% | 

| Mets) tees, 320/30 = 10, the remainder { 

becomes z = 26 { 

| Calculaticns: | 

| POmmuiLa 1 Dex dric=sintezest ea | 

| S00 x .1496666 = $74.8 { 

| Formula 2 | 

| BOO (i+. 155) 121° 500 + 500 (1+ 155/12). 500) ! 
e Z aed e = 

(2155) (26)/ (260) | 

| 500 (1.012917 e DUC SUC (5007 F 500 (1.012917 a 

| -500) 1.0711 194) eee yy 

500 EN eel 0° tooo. + (500 (1. 13694 2) | 

| =5100) (.0111¢4) | 

| 68.47 + £568.47) (-0111194) | 

| 68.47 + 6.36 = 374.84 

| 

| ane es 


The applicable provisions concerning interest penai- 


+ies and discounts will be discussed ir the next section. 


B. LIMITATION ON DISCOUNT PAYMENTS 


The Prompt Payment Act covers acquisitions made on or 
after October 1, 1982, which includes the entire process of 
contracting, delivery, receipt and payment as defined in 
P.L. 96-83, The Cf£fice of Federal Procurement Policy. In 
additicn to requiring the Government to pay an interes* 


penalty on late fayment, Section 3 of the Act requires the 
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payment of interest on improperly taken discounts, i.e., 
those discounts taken which are too large an amount or after 
the expired time for the discount. Ia the GAO study of 
Government bill faying practices, it was found that some 
contractors stoprfed offering discounts. One hundreé 
contractcrs reported that they no longer offered discounts 
to Federal agencies even though they did at one time. [In 
response to the GAO question "bees your firm offer discounts 
Eoerederal agencies?", of 937 respondents, 400 firms, or 43 
percene answered affirmatively while 537 firms, or 57 
percent responded negatively. A cota of 950 firms were 
polled. The principal reasons given for disccntinuing 
discounts were that (1) offering them seldom made any 
differerce in Federal payment performance and (2) too many 
discounts were taken after the discount period had expired. 
The respenses to the GAO questionnairs concerning discounts 
MreesnheCwn =f table VI. [{Ref. 14] 


As an aid in understanding the problems of improper 
Besecourts, this section will briefly review the disccunt 
determinaticn precedures in the Navy. Wavy procedures 
Stipuliate that wken a contract or any other written purchase 
agreemen= contairs a provision for discounts for prompt 
payment, the discount will be deducted if accepted and 
earned. Discounts may be offered to the purchasing activity 
after contract award by means of ietter, telegram or by 
notation on the bill rendered by the vendor. Here again, i+ 
is stipulated that the discount will be taken if earned. [It 
is further stated that "all offers of discount appearing on 
dealers! bills whether printed, typed, written, rubber 
stamped, etc., regardless of the typ2 of purchase, wili be 
considered as authorizing the deduction of discounts if 


earned." It is important to note that in making the deter- 
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TABLE VI 


GAO Refort Discount Questions Responses 


Shee 10 Hew often have Federal agencies taken 
iscounts offered by your firm? 


Frequency firms percent 

rarely, if ever 

(5% or less) 59 15% 

Occasionally 

(about 25%) a2 8 

As often as net 

(about 50%) 43 11 

Precuencily 

{about 75%) G5 11 

very often 

(95% or more) 215 55 

No response 6 ' -- 
Hota lL 4QC6 100% 


uestion 17 How 


; Oo n have fedezal agencies *< 
mccOunts after th 


a 
“scount period has expired? 


SS comma ai pe a mm ee eee ee a le alia NY come ea: ee Sr Sed come <i I a come UR UEP ope) Ee ee pie 


Frequency ppg Percent 
Rarely 172 43% 
Occasionally oi 24 
As often as nct a0 8 
Frequently 4 3 11 
Very cften Se 14 : 
No response 1 Pine | 
—_ ! 
Total 400 100% ! 
= ™ -... ee | 
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Meese om Of Clisccunt applicability, the essential element is 
that discounts are tc be taken "if earned". [Ref. 5] 

In making the determination of the discount period, 
unless otherwise specifically provided in the purchase 
agreement, the discount pariod is considered to begin cn the 
date the material is delivered or the services performed, or 
on the date a oreper invoice is sreceived at the activity 
designated on the purchase document as the activity to which 
the invoice is tec be mailed, whichever is later. In those 
cases where no discount provision is included in the 


purchase agreement, the discounts are to be taken in stxic 


c+ 


Gempidance with the offer. In such instances, ii the offer 
on the invoice fixes a date for “he beginning or end of the 
discount period, «he date fixed applies. The start of the 
Giscount period may be delaved by fault of the supplier 
because cf «he necessity of retu:ining invoices for correc- 
meeomeor delay in the execution and return of the contract. 
In fixing the latest date on which payment may be made to 
earn the discount, one would add the number of days allowed 
to the date the Gisccunt besains. The date thus determined, 
converted when necessary to a day in a subsequent month, 
fixes the latest on which vaymen: must be made to earn the 
discount. AS an example, iz a dealer's bill is received 13 
August and material is received 15 August, the discount 
period begins 15 August and if 10 days are allowed, 25 
August is the latest date on which payment is to be made *o 
earn the discount. In the situation where the discount 
period begins 28 August and 10 days are allowed, the latest 
date to earn discount is 7 September. Payment is deemed to 
be made for the rsurpcese of earning the discount on the date 
of mailing of the Government check. If a discount period 
expires on a Sunday or holiday, the discount is earned if 
payment is made cn the next business day. However, Al 


discoun+ expires on a nonworking day other than a Sunday or 
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holiday as, for example, a Saturday designated as a regular 
nonworkday, disccunt is not earned for payment on the next 
workday. In those situations, payment must be made on a day 
preceding the date on which the discount period expires. If 
a discount is offered for payment by "tenth proxino", the 
discount is earned if payment is made by the 10th of «he 
month following the month in which the material was deliv- 
ered, or the month in which the dealer's invoice was 
received, whichever occurs in the later month. Thus, if 
beth material and dealer‘s bill are received in August, «he 
discount is earned for paynent by 10 September. However, if 
a dealer's bill is received in August and the material is 
received in Sepetmber, th2 discount is earned for payment by 
Wemecterer. ([Ref. 5] 

Discounts are computed on tne total amount of 
payment requested py the dealer's bill approved for payment 
fer settiement, including such items as taxes and freight, 
whether included in the contract price or shown as seperate 
items on a dealer's bill unless otherwise specifically 
stated in the contract or urder. A prompt payment discount 
@erered in a contract, order or dealer's bill for items 
priced on an FOB origin basis will not be applied to trans- 


portation charges. [Ref. 5 ] 


2. Corrective Action for Impreper Discounts 





Unfortunately, even with such well defined guide- 
lines and procedtres as these outlined above, business 
GonceIns Still report the taking of unearned discounts. A 


large wholesaler in Texas wrote Senator John Tower: 


"Last fall we cave ae trying to do business with agen- 
cies cf our Federal Government and proceeded to take 
steps +o start closing the accounts that we had with 
some of these agencies. The primary problem is that 
these agencies do not pay their bills within the 
discount period, however, they take the discount anyway, 
eventhough it 1s not earned... With the veccst of money 
today, that nakes our dealings with the Government 
M@mererstable tc begin with." [Ref. 26 


48 





Ene the Testimony given before the Brooks committee by 
Ceongressiiean kon Wyden (Dem-Or.), it was stated that <he 
"Slow payment sitnaticn is further aggrevated by the Federal 
Government taking Giscounts...even though the Government's 
payments were well beyond th2 terms qualifying it for a 
foscount.” ([Ref. 26] 


To combat this problem, the Prompt Payment Act 
states: 


Section 3 (a) If a biisiness concern offers a Federal 
agency a discotnt from the amount otherwise due under a 
contract for, property or services in exchange for 
payment within a specified period of time, the Federal 
agency may make payment in an amount equal to the 
discounted price cniy if payment is made within a speci- 
fied period of time. 


(b) Each agency which violates subsection (a) shail 
pay an interest penalty on any amount which remains 
Wopawas 1) Violaticn or such subsection. Such intezest 
penaicty shall acerne on such unpaid amount in accordance 


with tne regulaéticns prescribed pursuant to section 
except that the required payment date with respect to 
such unpaid amcunt shall be the last day of the speci- 
fied period cr time cascribed in subsection (a). 


g 


This essentially states that if an improper discount 
is taken, interest will accrue on th? unpaid balance 
@emmenc ng With #hé day after the expiration of the discount 
perazod. If the payment is not corrected prior to the and of 
+he 15-day grace period, interest will be payable on the 
unpaid balance. It is important to note that a discount 
that is advantageous to the Government still remains a high 
priorty when processing and paying invoices. Properly taken 
discounts save the Government money and are an intergral 


part of effective cash management. 


C. COMPLIANCE MCNITORING 


Meceomenbality £Or monitoring coOmplsance with the provi- 
sions of the Prompt Payment Act has been delegated to the 


Director of the Cffice of Management and Budget, with 
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Congressicnal cversight. Within sixty days after the 
conciusion of the fiscal year, each Federal agency is 
required +o submit tc the Office of Management and Budget a 
detailed repert on any interest penalty payments made under 
the Act. This report must include (1) the number of 
interest penalties paid, (2) the amount of interest penal- 
ties paid, (3) the relative frequency, on a percentage 
basis, of payments nade 5 days or more before the due date, 
except where cash discounts were taken, (4) the reasons that 
interest penalties were incurred and (5) an analysis of the 
progress made frem previous years in improving the timeli- 
ness of payments. in accordance with OMB Circular A-125, 
Baeosadcr to minimize the sost of reporting, statistical 
sampling may be used 

(Ref. 23] 


Department of Defense monitoring and reporting proce- 


to derive the information above." 


dures were promulgated by the Assistant Secretary of Defense 
(Comptroller) on September 16, 1982. Beginning with fiscal 
year 19383, each wliitary Department, Defense Agency or other 
Defense Component is required to file with the Washington 
Headquarters Service (WHS), Directorate of Information, 
Operet=Ons and Reports, Washington D.C., a consolidated 
Prompt Fayment Act Rerort. This report is required not 
later than 50 days after the conclusion of each fiscal year. 
A copy of the Prompt Payment Report (Report Control Symbol 
DD-Ccmp (A) 1607} and Standard Reasons for Late Payments are 
provided in Appendix C. The Washington Headquarters Service 
is charged with consolidating and transmitting all reports 
for the Departmert of Defense to the Office of Management 
and Budget. [Ref. 27] 

As a means of Congressional oversight, the Act requires 
the Director of CMB to submit to the Committee on 
Governmental Affairs, the Committee on Appropriations, and 


the Committee on Small Business of the Senate and to the 
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Committee cn Governmental Operations, the Committee on 
Appropriations, and the Committee on Small Business of thea 
House of Representatives a report on Federal agency compli- 


ance. This summary report is due within 120 days after the 
conclusicn cf each fiscal year. 


D. SUMMARY 


This chapter has attempted to highlight and analyze some 
of the key arsas of the provisions of Public Law 97-177. 

The areas of interest determination, improper discounts and 
reporting were analyzed in detail and are seen by the 
authors as those areas that have been the most controversial 
and will have the greatest impact on both Government and the 
business community. Policy guidance from the Office of 
Management and Budg2t as well as interest applicabiliczy and 
interest computation was examined. The area of discounts 
was €xXamined by way cf reviewing currant Navy procedures in 
light of existinc problems with the taking of improper 
discounts and the provisions of the law. 

The Prompt Pévment Act was hailed as a major step 
forward toward iapreving Government bill paying practices 
and Governmen</bisiness relations. However, its full impact 
wee not be knowr urtil the end of fiscal year 1983 when 
Government-wide Frorpt Payment Reports are compiled and 


analyzed. 
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Ve AN ANALYS 


The key areas of the Prompt Payment Act provisions are 
but the foundaticn upon which the implementation procedures 
are based. AS in any enactment of new laws, the success of 
the Act itself depends in large part upon the success of the 
implementation procedures. This chapter will delineate the 
major implementation regulations promulgated by the Office 
of Management anc Budget (9MB) and the final interpretation 
and implementaticn of those procedur2s by the armed 
services. The Nevy aid Air Force implementation methods 
will be analyzed as well as the problems ancountered with 


the Government's cash management policy. 


A. OFFICE OF MANEGEMENT AND BUDGET IMPLEMENTATION GUIDANCE 


As emphasized in Chapter IV, the Prompt Payment Act 
required that OME initiate implementation regulations which 
B-tecQ the Seeation o£: OMB Circular No. A-125 stating the 
policies and procedures which were to be used in paying for 
property and services acquired under Government contract. 
Each agency head was made responsible for assuring timely 
payment and the payment of interest penalties where 
required. (Ref. 23] The actual regulations to implement 
Circular A-125 were to be internally established and promul- 
gated by each agency. OMB Circular A-125 provided specific 
standards requiring compliance by all concerned. The four 
primary areas were: 

1) Payment Standards 

2) Determinirg Due Dates 

3) Interest Fenalties requirements 

4) Reporting Requirements. [Ref. 23] 
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mech Agency estarlished implementation procedures to comply 
with their cwn irternal requirements. Circular A-125 states 
that payments are to be made as close as possible to but not 
peyond the due date. To insure any interest penalties are 
adequately documented, specific information was to be 
spcluded in contracts, invoices, and receiving reports. The 
information required to insure accurate documentation is: 


1) Contracts must include the following payment provi- 


sions: 

(aj) paymert due date(s). 

(b) seperate Pema dates if partial payment is 
Giller o [i Zea. 

(c) if applicable, a statement that the special 
Payment Orovisitons of Packers and Stockyard Acxz 
ee io2i or the Perishapie Agriculture Commodities 
Meemot 1360 applies. 


(ad) a stated inspection period following delivery, 
where necessary, for Government accéptance o 


property or services. 

{(¢) names, telephone numbers, and complete mailing 
addresses of officials orf the business concern 
and of the designated payment office. [Ref. 23] 


2) Invoices rust include: 
(a) Dusiness name and invoice date. 


(nr contrace Number, or Other authorization for 
delivery of property or services. 


(eeraeScCEiptilom, price, and quantity of pr 
services actually delivered or tendezre 
(qd) shipping and payment terms. 


(e) other substantiating documentation or information 
as required by the contract. 


(2) nane, title, Bet ene ee number, an 
Mailirg address of the responsibl 
whom fayment is to be sent. 


GG 
eo 


Momottce Of ah apparent error, defect, oz impropriety in an 
invoice will be frovided to a business concern within 15 
days of receipt cf an invoice. (Ref. 23] 
3) A receivirg report must include: 
(oeecentract Or alithorization waumber. 
(b) product or service description. 


(c) quanitities received, if applicable. 
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(a) cate(s) preperty or services accepted. 
(S) Sadr acty lag"aads eas SE°tns Secs tageeee thet 
{Ref. 23] _ 7 wail 
Receipt and accefrtance procedures are to be executed as 
promptly as possible. Receiving reports are to be received 
py =he designated paying office by the fifth business day 
Bewer acceptance. 
Due dates are determined to be the thirtieth day after 
Bece™ Dt Of a frOfer invoice. Exceptions to «his are: 
(a) when a Sreci fic, payment. dete is provided for in_the 


Gone gact —-with e specific date to be the deadline 
for payment. 


(b) when a tine discount_is taken, payment will be made 
as ciose to but not later than, the discount date. 

(Cc) payment for meat or meat food products will be made 
as close to but not later than the seventh day 


after dats of delivery. 
(dj) payment for perishable agriculture commodities will 
| be made ro later than the tenth day after the dat: 
Gemoet=Vemy. (Ref. 23} 
Interest penalty constraints and reporting requiremen«s were 
discussed in detail in Chapter IV above. The following 
section will reviaw major differences between various agen- 


cies' implementation procedures. 


Be IMPLEMENTATICN PROCEDURES 


All Government agencies have complied with the intent of 
+h2 OMB Circular A-125. Primary differences have occurred, 
however in the reporting requirements of each agency. The 
Department of Defense has requested that each defense compo- 
nent will submit a consolidated report of any interest 
payments made uncer the Prompt Payment Act during the 
preceding fiscal year. [Ref. 27] The Navy has taken an 
additional step and now requires a monthly report from all 
disbursing activities which pay contractors with appropri- 
ated funds. The report will allow management officials «he 


abeiaty to determine the cselative frequency of the interest 
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payments and take corrective action as required. 
Nonappropriated fund (NAF) activities are directed to review 
monthly NAF financial statements regarding late payment 
penalty and take corrective actions. These activities will 
submit an annual repcrt to the Secretary of the Navy 
(Comptroiier). [Ref. 2] Informal sources from the Defense 
Contract Administration Services Regions indicate they have 
been required to implement sixteen different reports to 
assist in maintaining control of information regarding 
invoices, j.nterest payments, and reporting procedures estab- 
lished py the Pircmpt Payment Act. 

Another area of difference is the information required 
to be included in the certification of every invoice 
Submitted for payment. Different paying offices requir 
essentially the same information but with individual 
additions/delet:.cns depending upon internal reporting 
processes. Apperdix Dand E are examples of the type of 
certification requirements currently being utilized. 

In looking at the different services, the procedures are 
a duplicate of OMB Circular A-125 requirements. The primary 
difference is not so much in the actual compliance of the 
Prompt Peyment Act procedures as much as the methods 
utilized «+o insure accurate, understandable implementaticn 
by field activities. 

The Secretary of Defense promulgated the requirements as 
specifiec in the OMB Circular A-125. The service secre- 
taries or their assistants disseminated the instructions 
pertaining to their respective services. In analyzing the 
messages, memorandums, and letters utilized to institute the 
new payment procedures the ability to express confidence in 
and support of the Prompt Payment Act was best represented 
by the Air Force. The positive nature in which the imple- 
mentation procedvtres wer? generated and the emphasis placed 


upon the cffer of assistance when required was singularly 
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unique in the araed services. The messages initiated prior 
to the 1 October 1982 commencement date, detailed new 
payment standards and discussed néw contract, invoice, and 
reporting requirements. Most noteworthy, however, was the 
discussion concerning the ever present "gray areas", the 


instances wherein partial payment could be authorized. 


y what ycu canto avoid the payment of interest. 

€ the verdor with the specifics of why we can't 

e full anount, e.g., items not delivered, deliver 
nancy, disputed amount, etc. Tell the vendor what 
e done before balance of payment can be made. 


The preceding stétement discusses the possible partial 
paymen* situation but more importantly emphasizes the néces- 
sity for talking to the vendors to insure that avenues of 
understanding retain open. This point is pronounced 


further: 


teeter ALE Fcrce) will 
Or sténdards tc avoid pay 
But we must work closer w 
meet, 28] 


not compromise ons controls 
ment of interest penalties. 
ith vendors than ever before." 


In addition all commands were encouraged to submit comments 
and reconmendaticns evaluating the impact of the Prompt 
Payment Act ufon the resources available and the type of 
information required in reports. The overall effect was one 
of positive, supfortive understanding of the new laws and 
for the reasons which led to its enactment. 

This is not to say that the other services were not 
supportive of the new payment procedures. The Navy and Army 
directives were specific in their discussion of the changes 
the Prompt Payment Act instituted. However, the requests 
for recommendaticns for inprovements/changes, the discussion 
of "partial payments", the continued emphasis on 


contractor/payine office interface were not included within 


56 








the promulgated directives. These additional areas of 
discussion, though not imperative to the implementation of 
the Prompt Payment Act, are needed if the success of <he 
Prompt Payrent Act is to be guaranteed. Vendors and 
Government Contracting Officers as well as Government Paying 
Officers must maintain a cooperative attitude lest the situ- 
ation become an adversary relationship with disastrous 

res wise. 


C. CASH MANAGEMENT POLICY 


In July 1982, the Office of Management and Budget (OMB) 
published a propcsed Circular, "Timely Payments", for 
comments concerning the guidance OMB would provide to agen- 
cles on the proper timing of payments +o contractors. The 
comments received irom Congress, professional and business 
associations, Government agencies, and universities argued 
shat the Prompt Fayment Act was to solve the problems of 
late vaymert and that any guidance from OMB should not 
discourage agencies from paying earlier than required by law 
@emGonczsact. [f[Ref. 29] 

This article was an attempt to gain opinions regarding 
the effect the Prompt Payment Act would have upon the 
governmental cask management policies and the effect a 
change «o that pclicy would have in the business world. 
Previously standard payment clauses provided that payment be 
made upon receipt of a proper invoice. Treasury regula- 
tions, hewever, require payment to be held for approximately 
27 days after receipt of a proper invoice, unless a specific 
date is establisted in tha contract. (Ref. 30] With the 
enactment of the Prompt Payment Act, there was confusion 
between the Treasury's cash management policies and the 
"required payment dates" specified in the Act itself. OMB 


Circular A~-125 states: 
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"Payment will te made as close _as possible to, but not 
Micce se hahn the thirtieth day after recéipt of a proper 
Envoice...excert as follows: : 

--when a specific payment date is provided... 

=swinen a time discount is taken...." ([{Ref. 23] 


The CMB directive encompasses the Treasury cash manage- 
ment policy, ever though the cash management policy has 
nothing to do with the Prompt Payment Act. [Ref. 30] 

Tnitially, many changes to the DAR payment clauses, and 
anticipated requirements for additional personnel to manage 
invoice submissicns for payment were thought to be needed in 
order to maintair the thirty day payment limitations. A 
soj.uticn was adofted by the DAR Council, the Department of 
Defense Contract Finance Committee, and the Assistant 
Secretary of Defense (Comptroller). The agreement was that 
1f @ specified date for payment is in the contract, it is 
bot: the "payment due date" and the "required payment date", 
Tf the peyment clausé contains such terms as "payment... 
made upor submission of a proper invoice", then payment will 
be due five days after receipt of a proper invoice and 
payment will be required no later than thirty days after 
receipt cf a proper invoice. This agreement will prevent 
payments from being arbitrarily delayed because of OMB 
Megeetar A-125. [{Ref. 30] 


De SUMMARY 


This chapter has detailed the differences in the imple- 
mentation of the Prompt Payment Act between the various 
services. Though similar in most aspects, the directives 
initiating the Act and the reporting requirements for each 
agency have been the distinctive areas of review. The Cash 
Management Policy was discussed as to the confusion that was 
encountered when the Treasury's Cash Management Policy was 


integrated with the Prompt Payment Act. The agreement 
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between governing bodies as to the interpretation of the Act 
and the Treasury's cash management policy was provided with 
a explanation of the terminology to be used. 


S\) 





VI. CONCLUSIONS AND RECOMMENDATIONS 


Ae. CONCLUSIONS 


In optaining an in-depth research file, contact was made 
with Navy, Army, and Air Force activities. The conversa- 
tions that ensued, in almost all cases, revealed «hat the 
Prompt Payment Act was considered to be a fair and reasor- 
able effort to effect more tinely payment for the Government 
contractor. The anticipated problems focused on the admin- 
istrative procedures required to maintain control over the 
interest penaltv data. 

Government ccntractors nave frequently voiced complaints 
concerning late fayments and the negative effect that late 
payments have upcn their cash flow and general financial 
health. The infcrmality of commercial business practices 
alicws for more interaction and arrangement of payment 
procedures *o ensure that bcth parties are satisfied. This 
ease of doing business was carried forward into the estab- 
lishment of the Uniform Commercial Code (UCC), however, chis 
Seme@ep Of 2nrormality failed to be incorporated into the 
Defense Acquisition Regulation. 

The Governmert, being in the position of the sovereign 
power, must estaklish requlations to ensure fairness and 
equality to all concerned and to cover an infinite number of 
future contracting situations. To increase frustrations, 
the paymen* of public funds requires such detailed 
accounting requirements that delays in payment seem inherent 
in the system. Correspondence from different agency heads 
directed to subordinates attempting to implement more e¢ffi- 
cient payment practices created the desire by processors to 


provide timely peyment. Unfortunately the impetus to 
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€¢ the high degrees of timely payment proved ¢ex*trenely 


Q 
SG & 
}— 


ay mete Malrtain. 

With the enactment of the Prompt Payment Act, the incen- 
tive to pay in a timely manner was provided. With any new 
legislation there are problems encountered initially which 
require careful attention. The Prompt Payment Act, though 
based upon GAO studies, businessmen's testimonies, and 
countless Congressional hearings, has encountered a number 
of difficulties in obtaining full implementation. 

Oné area which is expected to entail problems is that 
interest penalties must be included both in the payment to 
the contracter and as an expense to the Government appropri- 
meonmom-n=Ough which the contract was executed. This, in 
essence, increases tne possibility of over-obligation of 
mes ac che activity level of diverting funds Zoecm the 
acquisition of gcods and services to financing penalty 
interest payments in those cases where the desired effici- 
ences for which the Act was intended is not achieved. In 
these cases where interest penalty amounts are not moni- 
tored, the resultant administrative burden will be smali 
compared to the embarrassment encountered by an agency where 
ovet-opdligation cf the budget is due to inattentiveness or 
peri 2 CLEncy. 

More difficulty is foreseen in monitoring the discount 
payment process. Discounts are authorized to be taken when 
earned. Therefore, when submitted within the discount 
period, the activity will charge the specific appropriation 
for a specific amount. If the associated invoice is 
Gelayed, for whatever reason, the paying activity will 
compute a different, larger «otal cost, thus creating an 
Obligation difference between the financial records of <he 
original purchasing command and the appropriation totals. 
Commands will, therefore, have additional "difference list- 


ings" to reconcile. Because of the traditional heightened 
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tomer Of PEOCUreHent activity associa=ed with the end oF ths 
iscal year, particularily in the small purchase area, «he 
opportunity for cver-obligation wil increase during “his 
Pemiod, Recognition of the possibility of incurring 
interest penalties must be given high level nanagement 
attention if profer control of interest payment is to be 


realized. 


Be RECOMMENDATICNS 


1. Agency Standardization 


The actual delegation of implementation authority 
has been promulgéeted by the Office of Management and Budget 
by OMB Circular 4-125. Government agencies and departments 
were found to have established specific guidelines in 
keeping with A-125 directives tailored to *he needs of 
subordinate activities. Although all implementation proce- 
dures examined demonstrated the ability to conform to 
desired standards, «he clarity of explanation of procedures 
varied widely as exemplified in Tables II through V. 

The Promrt Payment Act is designed to increase 
effectiveness at all levels of the bill paying process. 

This improvement in Federal payment performance requires 
standardization in procedures not only *o enhance efficiency 
but also to eliminate errors which, with the penalty provi- 
Sions of the Act, can prove costly. Standardized methods 
and procedures skould be established in order to ensure 
Government-wide conformity to the provisions of the Prompt 
Payment Act and to ensure that personnel tasked with the 
administrative ard clerical responsibilities can effectively 
perform their assigned functions. Measurement standards 
should be established not only to ascertain the impact of 
the Act as a whole but to ensure that prescribed implementa- 


tion procedures are effectively being carried out. 
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2. Governmert/Ccntractor Interface 


The implementation of the Prompt Payment Act 
provides an opportunity to emphasize the importance of 
contractor and Gcvernment interface and to improve th2 repu- 
tation of the Government in the area of bill paying. Often, 
direct interchanges can be utilized to improve this vital 
relationship and as a demonstration that the Act is s¢en as 
a dynamic documert which will be utilized not as a tool of 
punishment for Gcvernment agencies but for the benefit of 
all concerned. 

In addition to the wratten material available to 
contractor persornel, implementation conferences with 
contractors should be conducted. Establishment of this 
rapport is considered vital in order to assist vendors in 
per forming their requirements concerning the Act. Many 
paying activities have already established customer service 
conzact points ¢t¢ answer inquiries concerning the impact of 
the Act on both the Government and the vendor. This func- 
tion in addition to face-to-face dialogue is viewed as 


essential to smocth implamentation. 


= ee a Bs we 2 ees SE SO 


In makine payments, Federal agencies have two obli:i- 
gations. They are required to pay bills when due and at the 
same time they must make sure they receive the goods and 
services for which they pay. As concluded by the GAO study 
eon the Government's bill payment performance, agencies are 
doing well in the latter respect. The enactment of the 
Prompt Payment Act is aimed at correcting the problems of 
slow and deliquert payments. In the short time which has 
elapsed since the eractment of the legislation, it is diffi- 
Cimemcomcolloct @eaningiul statistics concerning the impact 


of Public Law 97-177 on the bill paying process tc this 
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point. it is therefore reccmmended that a follow-on study 
be conducted to enalyze the compliance reports generated by 
each Federal agercy as required by OMB Circular A-125. This 
analysis should seek to determine not only the extent of 
late payments but also the reasons activities are unable to 
compiy. in addition, this study should recommend action to 
improve agency ccmpliance. 

The Prompt Payment Act, Public Law 97-i77, is the 
result of the recognition by both Government and private 
sector leaders of a long standing problem of late bill 
payment. The legislation in itself Joes not solve the 
problem of slow Government payment but rather is dependent 
upon the acceptarce cf the spirit and intent of the law by 
all concerned. With the legal requirements now in place, 
the majcr concerr must be that implemantation is accon- 
plished expediticusly and comprehensively. With the 
opportunity now available to develop more open channels of 
communica*ion between contractors and Government entities, 
and with accurate, timely, and standardized implementation 
procedures, a more effective and efficient acquisition 


process can evolve. 
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APPENDIX A 
SUPPORTING ORGANIZATIONS OF PUBLIC LAW 97-177 PASSAGE 


National Audic-Visual Association (NAVA) 

National Office Products Association (NOPA) 

National Micrcegraphics ASSociation (NMA) 

Naticnal Association of Wholesaler-Distributors (NAW) 
Independent Media Producers Association (IMPA) 
Association of Reproduction Material Manufacturers (ARMM) 


Coaliticn for Common Sense in Government Procurement 
(CCSGP) 


Media Educaticnal Sales Association (MESA) 
National Meat ASSociation (NMA) 

American ASSociation of Nurserymen (AAM) 
American Logistics Association (ALA) 
Business Prodvcts Council Association (BPCA) 


Business and Institutional Furniture Manufecturer's 


Association (EIFMA) 
Association of Editorial Business, Inc. (AEB) 
Naticnal Association of Manufacturers (NAM) 


American Meat Institute (AMI) 
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Mssocrarion Of the Wall & Ceiling 


Industries-International (AWCIT) 

Associated Gereral Contractors (AGC) 

National Broiler Council (NBC) 

Latin Americar Manufacturers Association (LAMA) 
Automotive Service Industry Association (ASTA) 
Automotive Parts Rebuilders Association (APRA) 
Committee cn Federal Contracting Practices (CFCP) 
United Fresh Fruit & Vegetable Association (UFFVA) 


National Assoclation of Meat Purveyors (NAMP) 
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APPENDIX B 


THE PROMPT PAYMENT ACT--PUBLIC LAW 97-177 


“Riinety-seventh Congress of the Wnited States of America 


AT THE SECOND SESSION 


Begun and held at the City of Washington on Monday, the twenty-fifth day of January, 
one thousand nine hundred and eighty-two 


a ~ tn Ser 


To require the Federal Government to pav interest on overdue payments, and for 
other purposes. 


Be it enacted by the Senate and House c Representatives of the 
United States of America 1n Conzress assembled, 


: SHOET TITLE 
Secrion 1. This Act may be cited as the “Prompt Payment Act”. 


INTEREST PENALTIES ON LATE PAYMENTS 


Sec. 2. (aX1) In accordance with regulations prescribed by the 
Director of the Ofnce of Manarement end Budge, each Feceral 
agency which acquires property or services from a business concern 
but which does not make payment fcr each such compiete delivered 
item of property or service by the required payment ‘date ssall pay 
an interest penalty to such business concern in accordance wita 
this section on the amount of the payment which is due. 

(2) Such Deeulanon— 

specify that the required payment date shall be— 
@ the date on which paxsment is cue under the terms of 
the contract for the provision cf such property or service; 


or 

(ii) thirty days after receipt of a proper invoice for the 
amount of the paymen: cue, if a specinc date on which 
payment is due 1s not esta sa eaee | By costract: 

(BXi) in the case of asy acsutsition of meat or of a meat food 
product, as defined in section 21aXs) of tne Packers and Stock- 
yards Act, 1921 (7 U.S.C. 182,5)), small specify a required pay- 
ment date which is not later tnan seven days after tne cate of 
delivery of such meat or mea: food procuct, and 

(ii) in the case of anv acquisition of a perishable arricultural 

: commodity, as defined in secnon 1(4) of tne Pemsnabie Acncul- 
tural Commodities Act, 1930 (7 U.S.C. 499a(4)), shall specury a 
required paymext date corsistent with requirements imposed 
pursuant to such Act; 

(C) shall specify separate required payment dates for con- 
tracts under which property or services are provided in a senes 
of partial executions or deliveries, to the extent that such con- 
tract provides for separate payment for such parnaj execution 
or deliverv: an 

(D) shall require that, within fifteen davs after the date on. 
which any invoice is received; Federal agencies necify the busi- 
ness concern of any defect or imeropmety in such invoice 
which would prevent the manning of tne time period specified 
in subparagraph (Adu). 

(bX1) Interest: penalties on amounts due to a business concern 
under this Act shall be paid to tne business concern Ior the penod 
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beginning on the day after the required payment date and ending 
on the date on which payment of the amount due is made, except 
that no interest penalty shall be paid if payment for the compiete 
delivered item of property or service cancerned is made on or 
before (A) the third day after the required payment date, in the 
case of meat or a meat food product described in subsection 
(aX2XBXi); (B) the fifth day after the required payment date, in the 
case of an agricultural commodity described in subsection 
(aX2XBXii); or (C) the fifteenth day after the required payment date, 
in the case of any other item. Interest shall be computed at the 
rate determined by the Secretary of the Treasury for interest pay- 
ments under section 12 of the Contract Disputes Act of 1978 (41 
US.C. 611). The Secretary of the Treasury shall publish each such 
rate in the Federal Register. 

(2) Any amount of an interest penalty which remains unpaid at 
the end of any thirty-day period shall be added to the principle 
amount of the debt and thereafter interest penalties shall accrue 
on such added amount. 

(c) This section does not authorize the appropriation of additional 
funds for the payment of interest penalties required by this section. 
A Federal agency snall pay any interest penalties required by this 
section out of funds made available for the administration or oper- 
ation of the program for which the penalty was incurred. 

(dX1) Any recipient of a grant from a Federal agency may pro- 
vide in a contract for acquisition of property of services from a 
business concern for the payment of interest penalties on amounts 
overdue under such contract, except that—__— 

(A) in no case shall an obligaticn to pay such interest penal- 
ties be construed to be an obligation of the United States, and 

(B) any payment of such interest penalties shall not be made 
from funas provided to the grant recipient by a Federal 
agency, nor shall any non-Federal funds expended for such 
interest paca ues be counted toward any matching require- 
ment applicable to that grant. 

(2) Such interest penalty payments shall be made under such 
terms and conditions as agreed to by the grant recipient and the 
business concern, consistent with the grant recipient’s usual busi- 
ness practices and applicable State and local law. 


LIMITATION ON DISCOUNT PAYMENTS 


Sec. 3. (a) If a business concern offers a Federal agency a dis- 
count from the amount otherwise due under a contract for prop- 
erty or services in exchange for payment within a specified period 
of time, the Federal agency may make payment in an amount 
equal to the discounted price only if payment is made within such 
specified period of tume. 

(b) Each agency which violates subsection (a) shal] pay an inter- 
est penalty on any amount which remains unpaid in violation of 
such subsection. Such interest penalty shall accrue on such unpaid 
amount in accordance with the regulations prescribed pursuant to 
section 2, except that the required payment date with respect to 
such unpaid amount shall be the last day of the specined period of 
time described in subsection (a). 
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CLAIMS; RELATION TO OTHER LAW 


Sec. 4. (aX1) Claims for interest penalties which a Federal agency 
has failed to pay in accordance with the requirements of section 2 
or 8 of this Act may be filed under section 6 of the Contract Dis- 
putes Act of 1978 (41 U.S.C. 605). 

(2) Interest penalties under this Act shall not continue to accrue 
(A) after the filing of a claim for such penalties under the Contract 
Disputes Act of 1978, or (B) for more than one year. 

(3) Paragraph (2) shall not be construed to vraeiide the accrual 
of interest pursuant to section 12 of the Contract Disputes Act of 
1978 (41 US. C. 611) after interest penalties have ceased accruing 
under this Act, and interest pursuant to such section may accrue 
on both any unpaid contract payment and on the unpaid interest 
penalty required by this Act. 

(b) Except as provided in section 3 with respect to disputes con- 
cerning discounts, this Act shall not be construed to require inter- 
est penalties on payments which are not made by the required 
payment date by reason of a dispute between a Federal agency and 
a@ business concern over the amount of that payment or other alle- 
gations concerning compliance with a contract. Claims concerning 
any such dispute, and any interest which may be payable with 
respect to the period while the dispute is being resolved, shall be 
subject to the Contract Disputes Act of 1978. 


CONGRESSIONAL OVERSIGHT 


Sec. 5. (a) Each Federal agency shall file with the Director of the 
Office of Management and Budget a detailed report on any interest 
penalty payments made under this Act during the preceding fiscal 


year. 

(b) Such report shall include the number, amounts, and fre 
quency of interest penalty payments, and the reasons such pay- 
ments were not avoided by prompt payment, and shall be delivered 
to the Director within sixty days after the conclusion of each fiscal 


year. 

(c) The Director shall submit to the Committee on Governmental 
Affairs, the Committee on Appropriations, and the Committee on 
Small Business of the Senate and to the Committee on Government 
Operations, the Committee on Appropriations, and the Committee 
on Small Business of the House of Representatives within one hun- 
dred and twenty days after the conclusion of each fiscal year a 
report on Federal agency compliance with the requirements of this 
Act. Such report shall include a summary of the report submitted 
by each Federal agency under subsection (b) and an analysis of the 
progress made in reducing interest penalty payments by that 
agency from previous years. 


DEFINITIONS 


Sec. 6. For the purposes of this Act— 

(1) the term “Federal agency” has the same meaning as the 
term “agency” in section 551(1) of title 5, United States Code, 
but also includes any entity (A) which is operated exclusively 
as an instrumentality of such an agency for the purpose of 
administering one or more programs of that agency, and (B) 
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which is so identified for this purpose by the head of such 


ncy; 

(2) the term “business concern’ means any person engaged 
in a trade or business and nonprofit entities operating as con- 
tractors; 

(8) an invoice shal! be considered a “proper invoice’ when it 
contains or is accompanied by such substantiating documenta- 
tion (A) as the Director of the Office of Management and 
Budget may require by regulation, and (B) as the Federal 
agency involved may require by regulation or contract; 

(4) an invoice shall be deemed to have been received by an 
agency on the later of— 

(A) the date on which the agency's designated payment 
office or finance center actually receives a proper invoice; 


or 
(B) the date on which such agency accepts the property 
or service concerned; 
(5) a payment shall be considered made on the date on which 
a check for such payment is dated; and 
(6) a contract for the rental of real or personal property is a 
contract for the acquisition of that property. 


EFFECTIVE DATE 


Sec. 7. (a) This Act applies to the acquisition of property or serv- 
ices on or after the beginning of the first calendar quarter which 
7m more than ninety days after the date of enactment of this 


(b) The provisions of this Act requiring the promulgation of regu- 
lations shall be effective upon enactment, and such regulations 
shall be promulgated not later than ninety days after the date of 
enactment of this Act. 

(c) The provisions of this Act shall apply to the Tennessee Valley 
Authority, but any regulations promulgated under the authority of 
this Act shall not be applicable to the Tennessee Valley Authority, 
which shall be solely responsible for implementing the provisions 
of this Act with respect to its contracts. : 


Speaker of the House of Representatives. 


Vice President of the United States and 
President of the Senate. 
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APPENDIX C 


STANDARD REASONS FOR LATE PAYMENTS 


General. The following one-character alphabetic codes will 
be used by Navy activities to identify the primary reason 
that interest was incurred in the payment of a given 
invoice. This ccde will always appear in the first position 
Mam enewecese cCoaqe £2e¢ld in the accounting classification. 
fieowwni©® Ladentli: ication code (UIC) of the activity associ- 
ated with the reason will be reflactad in the Property 
Accounting Activity (PAA) field. For brevity, the tern 
"responsible UIC" will be used to describe that activity. 
HE an Ammy field or Air Force activity is determined #o be 
BespORSsaoLe@, the PAA field may cltGa@USARMY" or "AFORCE" 
respectively in the event that the specific station number 
is not available. If the responsible activity is another 
agency within the Department of Defense, the PAA field nay 
Poe SEGDEr™ in lieu cof the specific activity identifier 
Agencies outside the Department of Defense will be identi- 
fied as "NONDOD". 


mendments 


ee aaa a aS GS ae a CGS == Ess — eo -n = a 


@@mece. This is the responsibility o 


Seetce, end tne CLE of that activity will be reflected in 


Ene Contracting 


the PAA field of the accounting line for interest payments. 
This code will be used if the request for +he missing docu- 
ment was made ten or more calendar days prior to the 
expiration of the applicable grace period, and the document 
had not yet been received by the clos2 cf business of the 
sixth working day preceding the last day of the grace 


period. 


an 








B. Receiving documentation delay by receiving activity. 


= ae ee Re 





This is the respensibility of the receiving activity and <he 
responsible UIC will be that of the receiving activity. 


This code will be used under two different circumstances: 


1. A request for the nissing documentation was placed 
ten or more calendar days prior to the expiration of 
the applicable grace period and the required documen- 
tation hac not been received prior to the close cf 
business cn the sixth working day preceding the last 
day of the grace period. 


2. More than five working days egiapsed between the date 
cf acceptance of the goods and services and the 
receipt ir the paying office of the approved invoice 
and receiving report, and this delay allowed the 
paying office less than fifteen calendar days <c 
effect payment prior +o the exviration of a fifteen 
day grace period (five or mor calendar days prior t* 
the expiration of shorter grace periods). 


C. Delay to obtein required certification of invoice. This 
Goma) LOCELVINgG activity responsibility. tI 


when the contract provided for a specified period of 
accept the goods or services, this +ime period was exceeded, 
and the paying office was permitted fifteen calendar davs or 
less to effect payment with incurring interest charges (five 
calendar days or less in the case of meat, meat products, 


and perishable acricultural commodities). 


Dameeetavs DY Paying office. This is a paying office 
responsibility, and the responsible UIC will be that of «the 
paying cfifice. This code is used whenever either of the 


following circumstances apply: 


iz 





1. A bill preperly payable was received fifteen calendar 
days O© mere prior to the expiration of tne fiftteen 
day grace period or five calendar days or more prior 


to the expiration of the shorter grace periods. 


2. The provisions of Codes A, B, C, or E would have 
applied except that the properly payable bill was 
received in the paying office prior to the time spec~ 


ified in the description of those codes. 


The forgeing rules continue to apply under the systems in 
Which the invoice never goes to the paying office, ani 
payment is made tased on a remote input from another 
activity. Payinc offices must, however, maintain local 
records for activities which contribute to late payments by 
failing to furnish the requested input in sufficient time te 


permit timely payment. 


me Military exercises in progress. This code is pr 


= SP aes GE aS ae a — 2a 


oper for 
use cnly in peace time when the activity or ship requisi- 
tioning the goods or services cannot be contacted by the 
paying office for infermation necessary to effect payment 
meager accounting data, certification of receipt) due +o 
restrictions on the use of telephone or message communice- 
tion, and the request is sent by mail at least ten calendar 
days prior to the expiration of the grace period, and she 
information when obtained by mail or after the lifting of 
the restrictions is received after the close or business on 
the sixth workine day preceding the last working day of the 
grace period. Tke UIC shown is that of the ship or activity 


Giae Could not be contacted. 


Me riscoumercak cn In error.  %(@Th2S is a paying office or 
branch paying office responsibility, except when the 
receiving activity supplies an erronsous date upon which the 


paying office relies in taking the discount. The code is 
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: 


proper whenever it has been determined that a discount was 
wrongfully taken, and full payment was not made within the 


specified period of time prescribed by this notice. Whe 


ts 


this condition occurs, this code will be used regardless 
whether the conditicns described in the other codes apply as 
well. 


G. Failure to netify vendor 
code can apply tc either che receiving ac 

paying cffice. In either instance it applies only if the 
humber cf calender days between the date of the invoice 
receipt and the date of rejection exceeds the maximum allo- 
wabie number (fifteen in most cases), and that this excess 
1s equai =O Or greater than the number of calendar days by 
which actual payment excesded the expiration of the grace 
pericd. For example, if the invoice was returned four 
calendar days beyond the fifteen allowed, paynent was made 
two calendar days beyond «he expiratin date of the grace 
period and Code [ was inapplicable, this code would be 
appropiate. This ccde would not be appropriate if the sane 
circumstances aprlied, except that payment was made six 
calendaz> days after expiration of the grace period. In 
determining the activity responsible, the paying office 
would be considered responsible only if the invoice was 
received in the fraying office fifteen or more calendar dzéeys 
prior to the payment due date (five or more calendar days in 
the case of meat, meat products and perishable agricultural 
commodities). In all other instances, the receiving 
activity is respcnsible. This includes instances in which 
the receiving activity approves an improper bill for 
payment, but the bill does net reach the paying office 
Witnin fifteen célendar days (or five calendar days when 


applicable?) preceding the payment due date. 
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H. Automated system processing delay. In order for this 
code to be éaépprorriate, the documented delay in calendar 
days must equal cr exceed the number of calendar days beyond 
the expiration of the grace period on which payment was 
made. The responsible UIC should be that of the activity 
which ccntrols the hardware, unless the failure can be 
conclusively attributed to a defective program. In that 
case, the UIC of the activity which prepared the program 
wll, De cited. 


J. U.S. Postal Service delays. This code applies if n 





cf the circumstarces described in any of the codes ap 
there is at least a seven calendar day gap between th 


mented mailing of “he invosi 


fu 
Ww 
qt 
iJ 
4) 


Ge OV eomMe MaGrt yee 2s 1 
Wee2c2 = =4=2s5 and the decumented receipt of that sa 
by another activity in the United States, and paynm 
exceeds the grace period by four calendar days or iess. Tf 
either the sending or receiving activity is outside she 
United States, the dccumented mailing time must be at least 
fifteen days, and the payment date must be no more than 
eight calendar days beyond the expiration of the graces 
EPeziod. The PAA field shoud be zero filled. 


K. All cther. This code can be used at the discretion of 
+he paying office, and may gc so far as *o include instances 
momen the facts lack sufficient clarity to permit a 
determination of why the payment was late. Any use of this 
code must be thoroughly documented by the paying office and 
available for inspection upon request. To the extent that a 
responsible activity can be identified, the UIC of that 
activity should appear in the PAA fisld. Otherwise the PAA 
field may be zere filled. 


Summary It is theoretically possible for all ten reason 


codes to have sone applicability to the processing of a 


US 








5 a on = ’ 1 Ff 9 5 wt es oe eS = $+ ~ 5 Tec 
eeimarle 929 VGuce. ~ The SpeElLEAc pPErLOrizizaetion iF multipole 
Ny 


reasons appear to occur is as follows: F, 3, aA, By, G, C, H, 


Ee 


weeks. rhe rodlowinguchaGemunse the Codes in prioricty 


order. The intert is to hold paying offices responsible for 


late payments which they can reasonably be expected to 


prevent and to hcld other activities responsible when their 


actions prohibit a paying office from making a timely 


payment. 


i 


D 


ty 


Discount taken in error 

Paying office delay 

Contract not available 

Recéiving doctmentation delay 

Delay in returning defective invoice 
Centzftieation»dslay 

Automated system delay 

Military exercises in progress 
Postal Service delay 


All other 


76 











CERTIFICATION INFORMATION FOR A NAVY FINANCE 


. ae 


APPENDIX D 


Se me eee oe ee 


IAW CINCPACFLT MSG 141914Z AUG 82 
THE FOLLOWING INFO IS REQUIRED: 


INVOICE NUMBER (S) 
AIOE DATE(S). 225) 
DaTE MATERIALS REC De _ 
Dove Omen REC'D Oe ee 


Date Fw D FOR PUT 


—_ > oe Se oe a we a ee es 


GOODS ACCEPTANCE CERTIFIED BY; 


PAYING OFFICE. ss _ 
(name and/or UIC) 


DISC NC442 ATTACHED? YES____NO_ 


CENTE 


) 


» 


CI ee Pe 


77 





APPENDIX E 
CERTIFICATION RECUIREMENTS INFORMATION FOR 


| iC: | Preprinted 

Activity Name: Seen 

Address: | Name/Address/UIC 

Miesios te a 
| Contract/Purchase Order Number: 











A NAVY SUPPLY CENTER 


a = Ts ae 

| Invoice No. Invoice Date Bore aT = 

| Date Inv Rec'd | Date Matti/Sve Racid 
Bed ee 


except as noted, 
fair and reasonable 


; Te a See S 
Prey eNigas Gra tiie 


wD 
| 
ct 


| 
| | Phone 








repr: i : t+ 
(preprint name and title auth. gov _tep) 





— SS Seca 


| Accounting Data (when applicable) 





FO da 


Eemmcche: UEC. 


Date Forw'd__ 


ea 
Be 


imprest Fund purchase erroneously 
not sent COD 


No Purchase Order kequired 


Special Fayment Terms (Meat, . 
Perishable Agriculture Commodities, 
Other) 
Funds Obligated__ 


| interest Due Date__ 


Date 
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rices are agreed upon, 


Date Accepted 


lies ing oor te ee a Dee, 


q 

o |. 

| | | 
pL 
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